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FISCAL  YEAR  1991  BUDGET  ISSUES  RELATING 
TO  PHYSICIAN  PAYMENTS  UNDER  PART  B  OF 
THE  MEDICARE  PROGRAM 


THURSDAY,  MARCH  29,  1990 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  notice,  at  10:35  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 
[The  press  releases  announcing  the  hearing  follow:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #19 

THURSDAY,   MARCH  1,    1990  SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,   D.C.  20515 
TELEPHONE:    (202)  225-7785 


THE  HONORABLE  FORTNEY  PETE  STARK   (D. ,   CALIF.),  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH,   COMMITTEE  ON  WAYS  AND  MEANS, 
U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  A  HEARING  ON 
FISCAL  YEAR  1991  BUDGET  ISSUES  RELATING  TO 
PHYSICIAN  PAYMENTS  UNDER  PART  B  OF  THE  MEDICARE  PROGRAM 


The  Honorable  Fortney  Pete  Stark  (D. ,  Calif.),  Chairman, 
Subcommittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House 
of  Representatives,  announced  today  that  the  Subcommittee  will 
hold  a  hearing  on  the  fiscal  year  1991  reconciliation  issues 
relating  to  physician  payments  under  Part  B  of  the  Medicare 
program.     The  hearing  will  be  held  on  Thursday,  March  29,  1990, 
beginning  at  10:00  a.m.,  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

In  announcing  the  hearing,  Chairman  Stark  said:     "Last  year, 
the  Congress  enacted  historic  legislation  reforming  how 
physicians  will  be  paid  under  Medicare.     This  year,  it  will  be 
necessary  to  preserve  this  achievement  while  meeting  the  savings 
target . " 

Oral  testimony  will  be  heard  from  the  Physician  Payment 
Review  Commission  and  other  invited  witnesses  only.     However,  any 
individual  or  organization  may  submit  a  written  statement  for 
consideration  by  the  Subcommittee  and  for  inclusion  in  the 
printed  record  of  the  hearing. 


BACKGROUND 

Medicare  currently  pays  for  physician  services  on  a  fee-for- 
service  basis.    The  approved  charge  for  a  service  is  the  lowest 
of  the  physician's  actual  or  customary  charge,  and  the  prevailing 
charge  in  the  area. 

Under  the  provisions  of  the  Omnibus  Budget  Reconciliation 
Act  of  1989  (OBRA  89) ,  physician  payments  in  1992  will  be  based 
on  the  resource-based  relative  value  scale  (RB  RVS) ,  with  fees 
adjusted  for  the  cost  of  practice  in  each  locality.  Congress 
also  established  a  system  of  Medicare  Volume  Performance 
Standards  that  limits  the  rate  of  growth  in  spending  for 
physician  services,  and  provides  for  limits  on  charges  above 
Medicare's  fee  schedule  amount. 

The  President's  hufi^t  ir.cludss  a  variety  or  recommendations 
i.«y^ruing  p  iyslcian  payments,  saving  an  estimated  $1.1  billion  in 
fiscal  year  1991.     These  recommendations  include  reductions  in 
overvalued  procedures,  lower  updates  for  primary  care  services, 
and  reductions  in  payments  for  anesthesiology  and  radiology 
services,  assistants-at-surgery,  and  global  surgical  fees. 

In  1986,  the  Physician  Payment  Review  Commission  was 
established  by  Congress.     Last  year,  the  Commission  recommended 
the  three-part  package  that  became  the  basis  of  the  physician 
payment  reform  legislation.    This  year,  the  Commission  will 
formally  submit  its  fourth  report  to  Congress  at  the  end  of 


(MORE) 
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DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS ; 

For  those  who  wish  to  file  a  written  statement  for  the 
printed  record  of  the  hearing,  six  (6)  copies  are  required  and 
must  be  submitted  by  the  close  of  business  on  Thursday, 
April  12,  1990,  to  Robert  J.  Leonard,  Chief  Counsel,  Committee  on 
Ways  and  Means,  U.S.  House  of  Representatives,  1102  Longworth 
House  Office  Building,  Washington,  D.C.  20515.     An  additional 
supply  of  statements  may  be  furnished  for  distribution  to  the 
press  and  public  if  supplied  to  the  Subcommittee  office, 
1114  Longworth  House  Office  Building,  before  the  hearing  begins. 


SEE  FORMATTING  REQUIREMENTS  BELOW; 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below. 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1 .  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 


*  *  *  *  * 
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*   *   *  CHANGE  OF  TIME  *   *  * 


FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #19-REVISED 

FRIDAY,   MARCH  23,    1990  SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,   D.C.  20515 
TELEPHONE:        (202)  225-7785 


THE  HONORABLE  FORTNEY  PETE  STARK   (D. ,    CALIF.),  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  A  NEW  TIME  FOR  THE  HEARING  ON 
FISCAL  YEAR  1991  BUDGET  ISSUES  RELATING  TO 
PHYSICIAN  PAYMENTS  UNDER  PART  B  OF  THE  MEDICARE  PROGRAM 


The  Honorable  Fortney  Pete  Stark  (D.,  Calif.),  Chairman, 
Subcommittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  today  announced  that  the  Subcommittee's  hearing  on 
fiscal  year  1991  budget  issues  relating  to  physician  payments  under 
Part  B  of  the  Medicare  program,  originally  scheduled  for  10:00  a.m., 
Thursday,  March  29,   1990,  has  been  rescheduled  for  10:30  a.m.,  in 
the  main  Committee  hearing  room,   1100  Longworth  House  Office 
Building. 

All  other  details  for  the  hearing  remain  the  same.  (See  press 
release  #19,  dated  March  1,  1990.) 


*  *  *  *  * 
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Chairman  Stark.  The  Subcommittee  on  Health  will  begin  today's 
hearing  which  is  focused  on  the  1990  report  of  the  Physician  Pay- 
ment Review  Commission,  henceforth  in  this  hearing  to  be  referred 
to  as  PhysPRC,  and  the  President's  proposals  for  fiscal  year  1991 
relating  to  physician  payments. 

Just  about  1  year  ago,  the  subcommittee  heard  testimony  from 
PhysPRC  and  others  that  laid  the  groundwork  for  a  three-part 
package  of  reimbursement  reform.  It  was  a  major  change  in  physi- 
cian payments  and,  in  1992,  a  cumbersome  system  of  usual,  cus- 
tomary, and  prevailing  charges  will  be  replaced  with  a  resource 
based  fee  schedule  that  we  hope  provides  an  objective  basis  for  set- 
ting fees  among  procedures.  In  addition,  the  Congress  enacted  geo- 
graphic adjustments  that  recognized  differences  in  practice  costs. 

The  second  part  of  the  package  addresses  the  issue  of  total  cost 
of  physician  services  and  expenditures  for  those  services,  which 
have  been  growing  at  the  rate  of  between  12  and  14  percent  a  year. 
We  hope  we  will  see  this  rate  of  growth  flatten. 

Based  on  the  recommendations  of  PhysPRC  and  with  the  support 
of  the  administration,  Congress  enacted  the  system  of  medical 
volume  performance  standards  with  annual  targets  for  rates  of 
growth  set  by  Congress.  If  expenditures  exceed  these,  future  fee  up- 
dates would  be  reduced.  If  they  are  below  the  targets,  the  update 
would  be  increased. 

This  part  of  the  package  begins  the  process  of  slowing  growth  in 
physician  expenditures,  and  ensures  that  physicians  will  not  be 
able  to  increase  their  volume  to  offset  any  losses  under  the 
RBRVS. 

The  system  provides  a  modest  incentive  for  physicians  to  work 
together  to  control  expenditures.  The  target  in  the  first  year  is 
only  one-half  of  1  percent  below  the  baseline  rate  of  growth  in  ex- 
penditures. 

The  third  part  of  the  package  is  designed  to  protect  beneficiaries 
against  extra  billing  on  unassigned  claims  to  offset  any  reduced 
fees. 

While  the  legislation  of  payment  reform  is  behind  us,  we  again 
face  our  annual  task  of  meeting  reconciliation  obligations  which 
will  be  set  at  some  future  date  by  the  Budget  Committee. 

In  carrying  out  this  responsibility,  we  have  to  be  guided  by  three 
objectives.  We  must  preserve  the  progress  we  made  last  year.  As 
enacted,  payment  reform  provides  for  fair  payments,  establishes  a 
global  incentive  to  control  volume,  and  protects  beneficiaries. 

We  should  resist  the  temptation  to  tinker  with  that  system  until 
we  have  some  experience  that  indicates  a  clear  need  for  fine 
tuning. 

I  think  I  speak  for  most  members  of  the  subcommittee  in  saying 
that  we  are  committed  to  that. 

Our  savings  policies  should  be  consistent  with  the  reform  we  en- 
acted last  year.  Progress  made  in  adjusting  fees  in  1991  should  ease 
the  formal  transition  that  begins  in  1992.  We  must  establish  an  on- 
going dialog  with  the  physicians  to  find  ways  to  slow  the  growth  in 
the  volume  of  services.  We  cannot  do  it  by  ourselves  by  fiat.  Any 
solution  to  the  volume  problem  will  require  the  active  and  positive 
participation  of  the  physician  community. 
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Later  this  spring,  we  will  hold  hearings  to  explore  how  physi- 
cians can  help  address  the  problem  of  volume. 

In  today's  hearings,  we  will  hear  testimony  from  the  Physician 
Payment  Review  Commission,  the  administration,  and  three  physi- 
cian groups. 

I  look  forward  to  hearing  from  our  witnesses  on  how  we  can 
achieve  these  goals  and  still  meet  our  reconciliation  responsibil- 
ities. 

[Chairman  Stark's  opening  statement  follows:] 

Opening  Statement  of  Chairman  Pete  Stark 

Today's  hearing  is  focused  on  the  1990  report  of  the  Physician  Payment  Review 
Commission  and  the  President's  proposals  for  FY91  relating  to  physician  payments. 

Almost  exactly  1  year  ago,  the  Subcommittee  heard  testimony  from  the  Physician 
Payment  Review  Commission  and  others  that  laid  the  groundwork  for  a  3-part  pack- 
age of  reform.  This  reform  represents  the  most  significant  change  in  physician  pay- 
ments since  the  advent  of  health  insurance,  50  years  ago. 

In  1992,  the  cumbersome  system  of  usual,  customary  and  prevailing  charges  will 
be  replaced  with  a  resource-based  fee  schedule  that  provides  an  objective  basis  for 
setting  relative  fees  between  procedures.  In  addition,  Congress  enacted  geographic 
adjustments  to  fees  that  recognize  differences  in  practice  costs  between  areas. 

The  second  part  of  the  reform  package  addresses  the  issue  of  the  total  cost  of  phy- 
sician services.  Expenditures  for  Medicare  physician  services  have  been  growing  at 
rates  between  12  and  14  percent  per  year.  This  rate  of  growth  represents  the  most 
serious  threat  to  the  long-run  viability  of  the  Part  B  program. 

Based  on  the  recommendations  of  PhysPRC  and  with  support  of  the  Administra- 
tion, Congress  enacted  the  system  of  Medicare  Volume  Performance  Standards 
(MVPS).  Under  this  system,  annual  target  rates  of  growth  are  set  by  Congress.  If 
actual  expenditures  exceed  the  targets,  future  fee  updates  will  be  reduced.  If  ex- 
penditures are  below  the  targets,  the  update  will  be  increased. 

This  part  of  the  package  begins  the  process  of  slowing  growth  in  physician  ex- 
penditures and  ensures  that  physicians  won't  be  able  to  increase  their  volume  of 
services  to  offset  any  losses  under  the  RBRVS. 

The  MVPS  system  provides  a  modest  incentive  for  physicians  to  work  together  to 
control  expenditures.  The  target  in  the  first  year  is  only  one-half  of  1  percent  below 
the  baseline  rate  of  growth  in  expenditures. 

The  third  part  of  the  reform  package  protects  beneficiaries  against  extra-billing 
on  unassigned  claims.  Protection  against  extra-billing  will  be  critical  during  the 
phase-in  of  the  RBRVS  to  prevent  physicians  from  shifting  the  burden  of  reduced 
fees  to  patients. 

While  payment  reform  is  behind  us,  the  Subcommittee  again  faces  its  annual  task 
of  meeting  its  reconciliation  obligations. 

In  carrying  out  this  responsibility,  the  Subcommittee  should  be  guided  by  three 
general  objectives: 

First,  we  must  preserve  the  progress  made  last  year.  As  enacted,  payment  reform 
provides  for  fair  payments,  establishes  a  global  incentive  to  control  volume,  and  pro- 
tects beneficiaries. 

We  should  resist  the  temptation  to  tinker  with  the  system  until  we  have  some 
experience  that  indicates  a  clear  need  for  fine  tuning. 

Second,  our  savings  policies  should  be  consistent  with  payment  reform.  Last  year, 
we  began  the  process  of  adjusting  fees  toward  payment  levels  under  the  RBRVS.  We 
should  continue  that  process.  Progress  made  in  adjusting  fees  in  1991  will  ease  the 
formal  transition  to  the  RBRVS  that  begins  in  1992. 

Third,  we  must  establish  an  on-going  dialogue  with  physicians  to  find  ways  to 
slow  the  rapid  growth  in  volume  of  services.  Congress  can  not  slow  the  increase  in 
volume  by  legislative  fiat.  Any  solution  to  the  volume  problem  will  require  the 
active  participation  of  physicians. 

Later  this  spring,  I  will  hold  a  hearing  to  explore  how  physicians  can  help  address 
the  critical  problem  of  volume. 

In  today's  hearing,  we  will  hear  testimony  from  the  Physician  Payment  Review 
Commission,  the  Administration,  and  three  physician  groups.  I  look  forward  to 
hearing  from  our  witnesses  on  how  we  can  achieve  these  three  goals  while  meeting 
our  reconciliation  responsibilities. 
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Chairman  Stark.  Mr.  Gradison. 
Mr.  Gradison.  Nothing,  Mr.  Chairman. 
Chairman  Stark.  Mr.  Pickle. 
Mr.  Gradison.  He  is  not  here. 

Chairman  Stark.  Our  first  witness  is  Dr.  Philip  Lee,  the  Chair- 
man of  PhysPRC,  who  is  accompanied  by  Paul  Ginsburg,  the  Exec- 
utive Director. 

It  is  good  to  have  both  of  you  gentlemen  back.  I  would  say  you 
are  the  principal  architects  of  the  payment  process  that  we  enacted 
last  year,  and  both  of  you  gentlemen  should  share  whatever  glory 
there  is  to  share  and  shove  all  the  blame  off  on  this  committee  for 
anything  that  we  did  improperly  in  designing  it. 

It  is  good  to  have  you  back.  Your  prepared  testimony  will  appear 
in  the  record  in  its  entirety,  and  please  inform  us  or  expand  on 
your  testimony  in  a  manner  in  which  you  are  comfortable. 

Mr.  Pickle. 

Mr.  Pickle.  I  cannot  talk  to  you.  See,  they  are  the  culprits. 
Chairman  Stark.  No,  they  are  the  good  guys.  We  are  the  cul- 
prits. 
Dr.  Lee. 

STATEMENT  OF  PHILIP  R.  LEE,  M.D.,  CHAIRMAN,  PHYSICIAN 
PAYMENT  REVIEW  COMMISSION,  ACCOMPANIED  BY  PAUL  B. 
GINSBURG,  PH.D.,  EXECUTIVE  DIRECTOR 

Dr.  Lee.  Thank  you,  Mr.  Chairman. 

We  are  pleased  to  appear  before  the  subcommittee,  and  we  will 
discuss  the  Commission's  report  for  1990,  which  we  are  transmit- 
ting to  the  Congress  today. 

I  will  also  have  comments  on  the  administration's  budget  propos- 
als for  fiscal  year  1991,  and  on  the  Medicare  actuary's  and  the 
CBO's  assumptions  behind  the  savings.  And,  finally,  suggestions  for 
technical  revisions  of  the  payment  reform  enacted  last  year. 

Let  me  say  at  the  outset,  Mr.  Chairman  

Chairman  Stark.  Excuse  me,  Phil  and  all  other  witnesses.  These 
microphones  do  not  work  unless  you  pull  it  very  close. 
Dr.  Lee.  I  will  do  that. 
Chairman  Stark.  Thanks  very  much. 

Dr.  Lee.  At  the  outset,  let  me  return  the  compliment  to  this  com- 
mittee, both  the  subcommittee  and  the  full  committee,  for  the  role 
that  you  played  in  the  enactment  of  the  historic  physician  payment 
reform  legislation  last  year. 

In  my  view,  the  Medicare  reforms  that  you  enacted  now  put  the 
Medicare  program  really  on  a  very  sound  basis  for  dealing  with 
issues  of  access,  quality,  and  costs. 

You  have  also  demonstrated  to  the  private  sector  that  physician 
payment  reforms  are  not  only  possible,  but  they  can  be  developed 
with  broad-based  support. 

I  would  also  say  at  the  outset  that  we  agree  with  the  objectives 
that  you  have  described  with  respect  to  the  payment  reforms,  and 
also  the  budget  issues  that  will  be  considered. 

In  our  report,  we  focus  on  implementation  issues  related  to  pay- 
ment reform.  Our  work  is  at  different  stages.  On  some  issues,  the 
work  has  been  completed,  and  we  make  recommendations  this 
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year.  On  other  issues,  we  describe  the  analysis  and  discuss  the 
issues,  but  we  are  not  yet  ready  to  make  recommendations.  And  on 
yet  other  issues,  we  are  just  beginning  our  analysis,  and  we  de- 
scribe basically  the  work  plan. 

The  major  sections  of  the  report  deal  with  refining  the  relative 
work  values  in  the  Medicare  fee  schedule,  practice  expenses,  pro- 
fessional liability  expenses  or  malpractice,  defining  payment  areas 
for  the  Medicare  fee  schedule,  accuracy  of  the  geographic  adjuster 
in  rural  areas,  integrating  anesthesiology,  radiology,  and  pathology 
into  the  fee  schedule,  payment  to  limited  license  practitioners,  fi- 
nancial protection  for  beneficiaries,  and  then  a  number  of  sections 
deal  with  the  volume  performance  standards. 

And,  finally,  there  is  a  section  on  physician  payment  in  the  Med- 
icaid program. 

Under  the  fee  schedule,  as  you  indicated,  the  relative  value  for 
each  service  is  composed  of  three  parts:  the  physician  work  compo- 
nent, the  practice  expense  component,  and  the  professional  liability 
expense  component.  The  fee  will  be  adjusted  to  account  fully  for  ge- 
ographic variation  in  practice  costs  and  partially  for  cost  of  living. 
The  OBRA  1989  legislation  specified  how  each  of  these  was  to  be 
done,  but  called  on  the  Commission  and  others  to  develop  better 
ways  to  specify  several  aspects  of  the  fee  schedule. 

And  in  the  report  we  deal  with  these  in  detail,  and  let  me  just 
give  you  a  couple  of  examples  of  the  kind  of  work  we  have  done  in 
this  area. 

The  report  describes  the  progress  in  data  collection  and  valida- 
tion to  establish  the  relative  values  for  global  surgical  services 
under  the  fee  schedule.  The  Commission,  with  the  assistance  of  a 
panel  of  surgeons  and  carriers,  has  developed  a  standard  definition 
of  the  global  surgical  service  for  use  in  the  fee  schedule. 

The  Commission  is  similarly  developing  improved  definitions  of 
evaluation  and  management  services,  physician  visits  and  consulta- 
tions, in  a  collaborative  project  involving  the  American  Medical  As- 
sociation. Revised  definitions  are  required  if  we  are  to  assign  accu- 
rate relative  values  that  are  resource  based  to  these  services,  and  if 
physicians  and  payers  are  to  be  able  to  interpret  them  uniformly. 

Well,  I  could  discuss  many  of  the  other  aspects  of  the  report,  but 
it  is  available  and  it  is  described  in  more  detail  in  my  testimony. 
So  let  me  turn  briefly  to  some  of  the  budget  issues  with  the  admin- 
istration's 1991  budget  reduction  proposals. 

This  morning,  Dr.  Gail  Wilensky,  who  is  now  the  Administrator 
of  the  Health  Care  Financing  Administration — and  I  must  say  that 
the  Commission  is  very,  very  pleased  with  her  appointment  and 
thinks  she  will  do  an  outstanding  job — she  will  be  presenting  these 
proposals  in  detail. 

Last  week,  the  Commission  provided  testimony  to  the  Senate  Fi- 
nance Committee  on  our  reaction  to  the  administration's  budget. 
And  I  would  like  to  submit  for  the  record,  to  supplement  my  testi- 
mony, a  detailed  analysis  of  the  specific  proposals,  and  would  do 
that  with  your  permission,  Mr.  Chairman. 

Chairman  Stark.  Without  objection,  the  proposals  will  appear  in 
the  record  with  your  testimony. 

Dr.  Lee.  The  budget  proposals  submitted  by  the  administration 
come  shortly  after  the  passage  of  major  reforms  in  physician  pay- 
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ment.  Care  must  be  taken,  as  you  have  noted,  to  avoid  meeting 
budgetary  goals  with  policies  that  are  inconsistent  with  the  re- 
forms. 

Medicare  rates  for  physician  services  will  change  substantially 
over  the  next  few  years.  The  OBRA  1989  reductions  in  prevailing 
charges  for  overvalued  procedures  will  take  effect  next  month. 
Then,  on  January  1,  1992,  the  first  phase  of  the  Medicare  fee  sched- 
ule will  be  implemented.  Between  these  two  steps,  the  Commission 
estimates  that  69  percent  of  the  changes  under  the  fully  imple- 
mented fee  schedule  will  have  been  made.  Payment  reductions  for 
overvalued  procedures  in  localities  with  high  charges  and  limits  on 
balance  billing  will  make  the  changes  even  more  pronounced  for 
some  physicians  in  those  areas.  The  administration's  proposals 
would  increase  these  reductions  substantially. 

Two  problems  may  result.  First  exacerbation  of  the  disruption  to 
physicians  and  the  risks  to  maintaining  access  for  beneficiaries; 
and,  second,  accelerating  the  transition  and  thus  the  gap  between 
what  the  private  payers  pay  and  what  Medicare  pays,  will  provide 
less  time  for  the  private  payers  to  adopt  the  Medicare  fee  schedule. 

In  this  context,  the  Commission  is  submitting  our  detailed  com- 
ments on  the  proposals.  Some,  such  as  the  reduction  in  the  overall 
update,  we  can  support  if  savings  are  required.  Others,  such  as  the 
reduction  in  anesthesiology  and  radiology  payments  have  merit, 
but  we  believe  the  proposed  reductions  are  too  large. 

The  proposal  to  reform  payments  to  assistants  at  surgery  deals 
with  a  serious  problem,  but  we  believe  better  alternatives  to 
achieve  the  same  objectives  should  be  explored. 

We  do  not  believe  that  further  reductions  should  be  made  in 
overvalued  procedures  in  the  absence  of  new  data  from  Dr.  Hsiao. 
And  we  urge  Congress  and  HCFA  to  press  Dr.  Hsiao  to  deliver  his 
results  as  soon  as  they  are  available  rather  than  waiting  for  the 
completion  of  all  of  his  studies,  which  could  be  late  this  year  or 
early  next  year. 

On  the  proposed  changes  in  payments  for  direct  medical  educa- 
tion, which  is  in  fact  a  part  A  but  partly  a  part  B  proposal  which 
we  were  asked  to  comment  on,  we  think  the  principle  that  has 
been  proposed  is  a  sound  one.  But  we  would  like  to  analyze  the 
data  more  carefully  before  making  a  definitive  recommendation  to 
the  committee  on  that  one. 

One  additional  area  that  the  administration  proposes  under  non- 
physician  issues  is  providing  prior  authority  to  carriers  specifically 
related  to  durable  medical  equipment.  We  think  that  issue  should 
be  explored  more  broadly  for  prior  authorization  for  physician  serv- 
ices. 

The  PRO's  have  such  authority  now  for  10  surgical  procedures  in 
the  hospital.  The  savings  in  those  areas  are  said  to  be  rather  limit- 
ed. We  think  you  need  to  look  at  whether  the  carriers  should  have 
that  authority,  as  has  been  proposed  by  a  report  from  the  GAO,  or 
whether  the  PRO  should  have  the  authority.  The  Institute  of  Medi- 
cine report  on  quality  just  released  suggests  a  rather  different  role 
for  PRO's.  And  we  think  this  proposal  by  the  administration  opens 
this  area  for  examination,  and  we  think  the  committee  should  take 
a  very  careful  look  at  that. 


10 


On  the  assumptions  underlying  the  savings  estimates,  the  Com- 
mission has  grave  concerns  about  one  of  the  assumptions  used  by 
both  the  Medicare  actuary  and  the  CBO  in  estimating  savings  from 
payment  reductions.  Both  organizations  assume  that  reductions  in 
physician  real  fees  will  induce  physicians  to  increase  volume  of 
services  far  in  excess  of  those  we  consider  to  be  likely.  This  is  a 
very  important  issue.  In  our  testimony  provide  much  more  detail 
on  this  issue.  Dr.  Ginsburg  would  also  be  glad  to  give  you  more 
detail  on  that,  if  you  wish. 

Finally,  on  technical  refinements.  In  the  course  of  preparing  the 
1990  report,  the  Commission  has  developed  a  number  of  technical 
refinements  to  the  OBRA  1989  provisions  for  you  to  consider. 

First,  the  Commission  recommends  that  Congress  reconsider  the 
requirement  that  a  separate  fee  schedule  be  developed  for  patholo- 
gy services  for  implementation  on  January  1,  1991.  We  believe  that 
relative  values  for  pathology,  now  being  developed  by  Professor 
Hsiao,  should  be  used,  and  that  those  values  should  be  integrated 
as  part  of  the  overall  fee  schedule  beginning  January  1,  1992. 

Second,  we  suggest  that  Congress  specify  that  the  global  fee  defi- 
nition developed  by  the  Commission  for  surgical  services  be  used  in 
the  fee  schedule. 

We  also  recommend  that  you  rescind  the  OBRA  provision  that 
precludes  the  Secretary  of  Health  and  Human  Services  from  estab- 
lishing definitions  of  visits  and  consultations  that  incorporate  time 
prior  to  1993. 

Coding  issues  are  fundamental  to  assigning  relative  values  in  a 
fee  schedule.  And  we  think  time  needs  to  be  incorporated  in  the 
definition,  and  we  think  it  should  be  by  1992.  That  work  should  not 
be  delayed.  We  are  doing  detailed  work  in  that  area,  and  would  be 
very  glad  to  work  with  the  committee  on  this  issue. 

There  are  several  additional  issues  that  I  deal  with  in  my  testi- 
mony submitted  for  the  record  related  to  the  budget  neutral  con- 
version factor  for  the  fee  schedule  and  assumptions  about  physician 
behavior  that  might  be  used  by  HHS  in  calculating  the  conversion 
factor  in  the  future. 

In  conclusion,  Mr.  Chairman,  we  hope  the  Commission's  1990 
report  to  Congress  and  our  comments  on  the  administration's 
budget  proposals  will  be  helpful. 

The  Commission  stands  ready  to  assist  with  further  analysis  and 
development  of  specific  recommendations  as  you  wish. 

[The  statement  and  attachment  of  Dr.  Lee  follow:] 
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Philip  R.  Lee,  M.D. 
Chairman 

Physician  Payment  Review  Commission 


I  am  pleased  to  appear  before  this  Subcommittee  to  discuss  the  Physician  Payment  Review 
Commission's  1990  Report  to  Congress,  which  is  being  transmitted  today.  I  also  have  comments 
on  the  Administration's  budget  proposals  for  Fiscal  Year  1991  and  suggestions  for  technical 
revisions  of  the  payment  reform  legislation. 


1990  REPORT  TO  CONGRESS 


The  Commission's  1990  Report  focuses  on  implementation  of  the  payment  reform  legislation  that 
was  enacted  last  year.  The  Commission  is  gratified  that  the  legislation  incorporated  all  of  the  key 
elements  that  it  recommended  in  its  1989  report  to  Congress:  a  resource-based  fee  schedule,  charge 
limits,  volume  performance  standards,  and  a  program  of  effectiveness  research  and  practice 
guidelines.  This  Subcommittee's  leadership  was  critically  important  in  shaping  the  legislation  and 
achieving  its  enactment. 

The  Commission's  1990  report  is  devoted  to  the  policy  issues  on  which  the  Commission  has  been 
requested  to  advise  the  Congress.  Many  of  these  issues  will  more  fully  specify  the  payment  reforms 
enacted  in  OBRA89.  Our  work  is  at  different  stages.  On  some  issues,  the  Commission  has  made 
recommendations,  which  are  presented  in  this  report.  On  others,  the  Commission  has  analyzed  and 
discussed  the  issues,  but  has  not  yet  completed  its  work,  so  the  discussion  amounts  to  a  progress 
report.  Recommendations  will  appear  in  next  year's  report.  For  yet  others,  the  report  introduces 
work  that  is  in  early  stages. 

Medicare  Fee  Schedule 

Under  the  Medicare  Fee  Schedule,  the  fee  for  each  service  is  composed  of  three  parts:  the 
physician  work  component,  the  practice  expense  component,  and  the  professional  liability 
(malpractice)  expense  component.  The  fee  will  be  adjusted  to  account  fully  for  geographic  variation 
in  practice  costs  and  partially  for  variation  in  cost  of  living.  The  OBRA89  legislation  specified  how 
each  of  these  was  to  be  done,  but  called  on  the  Commission  and  others  to  develop  better  ways  to 
specify  several  aspects  of  the  fee  schedule. 

The  physician  work  component  will  be  based  largely  on  the  resource-based  relative  work  scale  being 
developed  by  Professor  William  Hsiao  and  his  colleagues.  The  report  describes  a  process  to  be 
conducted  by  the  Commission  to  refine  Dr.  Hsiao's  relative  work  scale.  The  process  will  convene 
panels  of  physicians  to  identify  any  errors  in  the  estimates  of  physician  work,  but  has  been 
structured  to  protect  the  integrity  of  Dr.  Hsiao's  results. 

The  report  describes  the  progress  in  data  collection  and  validation  to  establish  the  relative  values 
for  global  surgical  services  under  the  fee  schedule.  The  Commission,  with  the  assistance  of  a  panel 
of  surgeons  and  carriers,  has  developed  a  standard  definition  of  a  global  surgical  service  for  use  in 
the  fee  schedule. 

The  Commission  is  similarly  developing  improved  definitions  for  evaluation  and  management  (EM) 
services  (physician  visits  and  consultations)  in  a  collaborative  project  involving  the  American 
Medical  Association.  Revised  definitions  are  required  if  we  are  to  assign  accurate  relative  values 
that  are  resource  based  to  these  services,  and  if  physicians  and  payers  are  to  be  able  to  interpret 
them  uniformly.  These  definitions  will  likely  incorporate  the  typical  time  required  for  the  service 
as  well  as  content  descriptors  related  to  the  service.  This  process  is  drawing  on  the  expertise  of 
physicians,  other  health  care  professionals,  coding  experts,  insurers,  and  consumers. 

OBRA89  also  specifies  the  other  two  components  of  the  fee  schedule,  the  practice  expense 
component  and  the  professional  liability  insurance  (PLI)  component.  Both  are  to  be  calculated 
from  historical  charges  and  survey  data  on  physician  practice  costs.  However,  the  Congress 
anticipated  refinements  in  the  specification  of  these  components,  directed  the  Commission  to 
develop  these,  and  called  for  analysis  of  several  different  alternatives  for  the  PLI  component. 

The  Commission  report  outlines  two  principles  to  be  followed  in  developing  these  components  of 
the  fee  schedule.  First,  these  expenses  should  be  assigned  to  services  so  that  physicians  have 
neutral  financial  incentives  to  provide  one  service  rather  than  another.  This  implies  that  expenses 
specific  to  a  service  are  to  be  identified  with  it  and  that  general  overhead  expenses  are  to  be 
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allocated  in  proportion  to  the  physician's  direct  involvement  (physician  time  or  work).  Second, 
these  expense  components  should  be  assigned  to  services  so  that  the  average  physician  providing 
the  service  recovers  his  or  her  expenses. 

To  develop  a  practice  expense  component  that  more  accurately  reflects  these  principles,  the 
Commission  is  collecting  data  on  expenses  specific  to  a  service  from  multispecialty  group  practices 
with  sophisticated  accounting  systems.  These  data  will  be  used  to  supplement  data  from  broader 
surveys  of  physician  practices  on  components  of  practice  expense.  For  the  PLI  component,  these 
principles  suggest  alternatives  to  the  OBRA89  specification,  such  as  payment  by  risk  class  of  the 
physician.  The  Commission  is  also  considering  alternatives  that  would  pay  PLI  expenses  separately 
from  the  fee  schedule. 

As  directed  by  the  Congress,  the  Commission  is  studying  alternative  ways  to  draw  the  boundaries 
for  payment  areas  under  the  fee  schedule.  The  1990  report  examined  two  alternatives  to  the 
current  charge  locality  boundaries-those  used  in  the  Prospective  Payment  System  and  statewide 
boundaries.  The  most  attractive  policy  option  may  well  combine  elements  of  two  or  three  of  these 
alternatives,  so  that  many  statewide  payment  areas  are  retained  but  other  states  have  multiple 
payment  areas. 

To  put  this  issue  in  perspective,  it  is  important  to  realize  that  under  any  of  the  payment  area 
configurations  being  considered,  geographic  variation  in  payment  would  be  much  less  than  it  is  now 
under  the  current  customary,  prevailing,  and  reasonable  (CPR)  charge  methodology.  Using  the 
geographic  adjuster  will  reduce  variation  across  individual  localities,  as  well  as  overall  differences 
between  urban  and  rural  areas. 

The  report  describes  the  Commission's  plans  to  analyze  whether  the  current  implementation  of  the 
geographic  adjuster  fully  accounts  for  practice  costs  in  rural  areas.  We  will  assess  alternative  proxy 
measures  for  various  cost  elements  in  the  adjuster  and  alternative  cost  weights.  We  will  also 
determine  whether  rural  practices  have  unavoidably  higher  costs  than  predicted  by  the  geographic 
adjuster  due  to  their  small  scale. 

While  most  values  in  the  fee  schedule  will  be  based  on  the  work  of  Professor  Hsiao  and  the 
Commission,  Congress  provided  for  alternative  sources  of  relative  values  for  anesthesiology, 
radiology,  and  pathology.  The  Commission  recommends  that  the  relative  values  in  the  Uniform 
Relative  Value  Guide  for  anesthesia  services  be  incorporated  into  the  fee  schedule,  and  is 
developing  methods  for  making  these  relative  values  consistent  with  those  for  other  services.  The 
Radiology  Fee  Schedule  requires  revision,  however,  both  in  its  physician  work  components  and  in 
the  practice  expense  component.  The  Commission  will  develop  proposed  revisions  using  a 
structured  panel  of  physicians  and  data  from  its  practice  expense  studies. 

For  pathology,  the  Congress  directed  the  Secretary  in  OBRA89  to  develop  a  separate  fee  schedule 
for  implementation  January  1,  1991.  The  Commission  recommends  that  this  requirement  be 
reconsidered,  and  that  the  relative  values  for  pathology  now  being  developed  by  Professor  Hsiao 
be  used  beginning  January  1992. 

The  Commission  considered  how  limited  license  practitioners  should  be  paid  under  the  fee 
schedule.  It  approached  this  question  guided  by  the  principle  that  when  the  service  is  the  same, 
the  payment  should  be  the  same.  It  concluded  that  the  issues  for  each  category  of  limited  license 
practitioner  differ  and  therefore  require  separate  recommendations.  Oral  and  maxillofacial 
surgeons  should  be  paid  using  the  same  relative  values  and  conversion  factors  as  MDs  and  DOs. 
Prior  to  making  a  recommendation  for  optometrists  and  podiatrists,  the  Commission  plans  to 
convene  focus  groups  to  assess  whether  services  billed  under  the  same  CPT  code  are  in  fact  the 
same.  Because  of  difficulties  in  linking  chiropractic  services  into  the  Medicare  Fee  Schedule,  a 
separate  budget-neutral  fee  schedule  that  incorporates  a  geographic  adjuster  should  be  constructed 
for  the  single  service  (spinal  manipulation)  that  is  covered  by  Medicare. 

OBRA89  will  provide  substantial  financial  protection  to  most  Medicare  beneficiaries,  reducing 
balance  billing  in  the  aggregate  and  eliminating  the  risk  of  very  large  balance  bills.  The 
Commission  remains  concerned  about  potential  adverse  effects  of  balance  billing,  especially  in 
situations  where  the  beneficiary  has  no  meaningful  choice  of  physician.  It  plans  to  monitor  closely 
assignment  and  participation  rates  in  the  Medicare  program.  It  will  also  continue  to  analyze  the 
burden  of  balance  billing  on  beneficiary  populations  and  will  recommend  further  policy  changes  if 
appropriate. 

Volume  Performance  Standards 

The  Volume  Performance  Standard  (VPS)  system  established  in  OBRA89  requires  the  Secretary 
of  HHS  to  propose  by  April  15  of  this  year  the  performance  standards  for  1991.  The  Commission 
is  to  comment  by  May  15.  In  that  comment,  the  Commission  will  offer  its  own  recommendation 
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and  explain  the  basis  for  it.  In  our  1990  report,  the  Commission  discusses  the  factors  that  Congress 
established  as  the  basis  for  setting  performance  standards  and  the  process  the  Commission  will  use 
to  develop  its  recommendations. 

The  report  also  discusses  several  possible  ways  to  establish  subnational  performance  standards, 
defined  either  geographically  (for  example,  by  state)  or  by  category  of  service  (for  example, 
surgery).  Subnational  standards  could  focus  incentives  for  controlling  the  volume  of  services  on 
groups  of  physicians  that  are  smaller,  more  cohesive,  and  better  organized.  But  there  are 
difficulties  with  either  type  of  subnational  standard. 

Setting  a  separate  performance  standard  for  surgery  requires  an  informed  judgment  about 
differences  in  the  appropriate  growth  rate  of  spending  for  this  versus  other  medical  services,  a 
decision  beyond  current  capabilities.  Also,  differential  fee  updates  may  drive  relative  values  for 
procedures  away  from  a  resource  basis,  potentially  sacrificing  a  key  goal  of  the  payment  reform. 
Given  these  difficulties,  evidence  that  surgeons'  organizations  have  taken  substantial  steps  to 
improve  and  expand  educational  and  peer  review  efforts  should  be  a  prerequisite  for  continuing  a 
separate  performance  standard  for  surgery. 

State-level  standards  confront  a  different  set  of  problems.  At  present,  state-level  expenditure  data 
for  Part  B  are  neither  accurate  nor  timely  enough  to  use  in  calculating  payment  updates.  Setting 
objective  differential  standards  by  state  is  more  feasible  than  by  specialty  and  could  be  used  to 
reduce  the  magnitude  of  variation  in  per-enrollee  expenditures  across  regions  of  the  country.  While 
these  issues  deserve  further  study,  however,  state-level  performance  standards  could  be 
implemented  on  a  waiver  basis  in  response  to  requests  from  states  experimenting  with  broad 
policies  to  contain  costs,  such  as  all-payer  systems  of  physician  payment. 

OBRA89  directs  HHS  to  develop  a  plan  for  separate  performance  standards  for  voluntarily-formed 
groups  of  physicians.  The  Commission  considered  a  number  of  ways  in  which  such  a  carve-out 
system  could  be  designed,  but  none  appears  workable.  The  Commission  will  evaluate  any  system 
proposed  by  the  Administration,  but  believes  that  energy  would  be  better  spent  on  improving 
existing  risk  contracting  arrangements  with  HMOs. 

The  success  of  Volume  Performance  Standards  will  depend  upon  the  extent  to  which  physicians 
work  cooperatively  with  the  research  community  and  the  Medicare  program  to  identify  and  control 
unnecessary  and  inappropriate  services.  The  federal  government  has  committed  substantial 
additional  resources  to  support  the  research  and  practice  guidelines  that  physicians  need  to  identify 
and  reduce  these  services.  OBRA89  will  help  physicians  meet  this  challenge  by  giving  HHS  and 
its  contractors  new  responsibilities  for  analyzing  utilization  trends  and  by  providing  information  to 
physicians  on  possible  utilization  problems.  It  also  requires  carriers  to  monitor  and  profile 
physicians'  billing  patterns  and  provide  comparative  data  to  physicians  whose  utilization  patterns 
vary  significantly  from  those  of  their  peers. 

Unfortunately,  carrier  budgets  for  medical  review  activities  have  been  unstable  and  increasingly 
inadequate.  Solving  this  problem  will  likely  require  changes  in  the  method  by  which  carrier  funding 
is  treated  in  the  Congressional  budget  process.  The  Commission  report  includes  some  specific 
suggestions. 

Many  physician  organizations  have  accelerated  their  development  of  practice  guidelines  in  response 
to  the  challenge  to  improve  medical  practice.  But  some  have  expressed  fear  that  their  organizations 
will  be  the  target  of  antitrust  suit  or  that  practicing  physicians  will  be  subject  to  greater  risks  of 
malpractice  suit.  The  Commission  investigated  both  of  these  questions.  It  concluded  that  a  medical 
professional  society  is  at  little  or  no  risk  of  antitrust  suit  or  if  it  follows  sensible  and  straightforward 
procedures  in  developing  guidelines.  It  also  concluded  that  guidelines  are  not  likely  to  expose 
practicing  physicians  to  new  malpractice  risks  and  may  reduce  existing  risks  by  making  courts' 
judgments  of  negligence  more  accurate. 

The  tort  liability  system  for  medical  malpractice  is  widely  considered  to  neither  reliably  compensate 
patients  injured  through  medical  negligence  nor  effectively  deter  substandard  medical  practice.  It 
returns  only  a  fraction  of  the  billions  spent  for  malpractice  premiums  to  injured  patients  and 
induces  billions  more  in  defensive  medical  practices.  There  is  a  clear  need  for  change,  and  the 
Commission  will  evaluate  the  many  reforms  proposed  for  the  system  and  the  more  promising 
alternatives  to  it. 


ADMINISTRATION'S  1990  BUDGET  REDUCTION  PROPOSALS 


Last  week,  the  Commission  provided  testimony  to  the  Senate  Finance  Committee  on  its  reactions 
to  the  Administration's  budget.  I  would  like  to  repeat  my  general  comments  on  the  budget  proposal 
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in  this  testimony  and  provide  for  the  record  the  comments  on  the  specific  items. 

The  Administration  has  proposed  reductions  in  Part  B  of  Medicare  totalling  $2.2  billion,  or  4.6 
percent.  These  proposals  would  reduce  a  projected  11.2  percent  increase  in  outlays  to  a  6.3  percent 
increase  of  $2.8  billion.  However,  various  estimating  assumptions  mean  that  a  reduction  in  payment 
rates  much  larger  than  4.6  percent  is  proposed  to  generate  these  savings. 

These  budget  proposals  come  shortly  after  the  passage  of  major  reforms  in  physician  payment  under 
Medicare.  Care  must  be  taken  to  avoid  meeting  budget  goals  with  policies  that  are  inconsistent 
with  the  reform  or  that  call  into  question  the  Congress'  good  faith  in  implementing  legislation  that 
was  supported  by  physicians,  beneficiaries,  and  the  Administration. 

Medicare  payment  rates  for  many  physician  services  will  change  substantially  over  the  next  few 
years.  The  OBRA89  reductions  in  prevailing  charges  for  overvalued  procedures  will  take  effect  next 
month.  Then,  on  January  1,  1992,  the  first  phase  of  the  Medicare  Fee  Schedule  will  be 
implemented.  Between  these  two  steps,  the  Commission  estimates  that  69  percent  of  the  payment 
changes  projected  under  the  fully  implemented  fee  schedule  will  have  been  made.  Payment 
reductions  for  overvalued  procedures  delivered  in  localities  with  high  charges  and  limits  on  balance 
billing  will  make  the  changes  even  more  pronounced  for  some  physicians.  The  Administration's 
proposals  would  increase  these  reductions  substantially,  exacerbating  the  disruption  to  physicians 
and  the  risks  to  maintaining  access  for  beneficiaries. 

Unless  other  payers  follow  Medicare's  lead  in  restructuring  their  pattern  of  physician  payment,  the 
difference  between  their  payment  rates  and  those  of  Medicare  might  be  substantial.  By  beginning 
implementation  of  the  fee  schedule  in  1992  and  stretching  the  transition  out  over  a  number  of 
years,  the  Congress  provided  time  for  other  payers  to  implement  their  changes  that  limit  payment 
differences  before  the  Medicare  changes  were  complete.  If  the  transition  were  accelerated,  as 
called  for  by  a  number  of  the  proposals  in  the  Administration's  budget,  this  opportunity  would  be 
lost. 

In  this  context,  the  Commission  has  discussed  the  specific  proposals  in  the  Administration's  budget. 
Some,  such  as  the  reduction  in  the  overall  update  (with  the  exception  of  primary  care  services),  we 
can  support.  Others,  such  as  the  reductions  in  anesthesia  and  radiology  services,  have  merit  but 
entail  reductions  that  are  too  drastic.  Others,  such  as  the  proposal  on  assistants-at-surgery  are  not 
consistent  with  the  philosophy  of  the  payment  reform.  In  the  case  of  that  proposal,  we  suggested 
an  alternative  that  is  more  in  keeping  with  the  payment  reform. 

Further  reductions  in  overvalued  procedures  cannot  be  done  with  confidence  in  the  absence  of 
additional  data  from  the  Hsiao  study.  Data  from  the  second  phase  of  the  study  would  permit 
examination  of  additional  procedures  and  consideration  of  additional  reductions  for  some  of  the 
services  specified  in  OBRA89.  It  is  our  understanding  that  Dr.  Hsiao  could  soon  deliver  to  HCFA 
the  results  for  most  of  the  specialties  being  studied.  We  urge  the  Congress  and  HCFA  to  press  Dr. 
Hsiao  to  deliver  those  results  within  two  months  rather  than  waiting  for  the  completion  of  all  of 
his  studies,  which  could  be  as  late  as  next  year.  This  would  permit  development  of  fee  schedule 
estimates  for  additional  services  and  revisions  of  estimates  for  services  studied  in  the  first  phase. 


ASSUMPTIONS  BEHIND  ESTIMATES  OF  SAVINGS 


The  Commission  has  been  concerned  for  some  time  about  one  of  the  assumptions  used  by  both  the 
Medicare  Actuary  and  the  CBO  in  estimating  savings  from  payment  reductions.  Both  organizations 
assume  that  reductions  in  physicians'  real  (inflation-adjusted)  fees  will  induce  physicians  to  increase 
the  volume  of  services  provided  to  Medicare  patients.  They  assume  that  induced  increases  in 
volume  will  offset  50  percent  of  the  initial  outlay  reduction  from  decreases  in  fees.  This  means  that 
in  order  to  reduce  outlays  by  5  percent,  fees  must  be  cut  by  10  percent.  While  the  notion  of  a 
volume  response  to  changes  in  fees  does  have  a  basis  in  the  research  literature,  we  suspect  that 
the  magnitude  of  the  offset  is  too  large. 

Examination  of  recent  Medicare  data  raises  doubts  about  the  magnitude  of  these  offsets.  Data 
from  the  most  recent  Trustees'  Report  shows  that  between  1984  and  1989,  real  Medicare  fees  for 
physicians'  services  declined  by  24  percent.1  But  volume  of  services  grew  at  about  the  same  rate 
it  has  since  the  mid-1970s  and,  in  fact,  at  a  slower  rate  than  in  the  early  1980s.  While  other  factors, 
such  as  technological  change  undoubtedly  played  roles,  it  is  instructive  that  during  a  period  in  which 


1  This  is  the  difference  between  the  physician  fee  component  of  the  Consumer  Price  Index  (a  proxy  for  historical  increases 
in  submitted  charges  per  service)  and  the  net  increase  in  reasonable  charges  per  service.  1989  Annual  Report  of  the  Board 
of  Trustees  of  the  Federal  Supplementary  Medicare  Insurance  Trust  Fund  Washington,  D.C.,  April  24, 1989,  Tables  A3  and 
A4. 
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Medicare  payments  were  cut  sharply,  the  trend  of  volume  increases  did  not  change  noticeably.  The 
12  percent  volume  offset  that  had  been  projected  is  not  apparent  in  these  data. 

Other  factors  lead  one  to  question  whether  the  offset  is  too  large.  Medicare  fee  reductions  to  date 
have  focused  on  major  surgery.  Given  the  risks  of  surgery  and  the  role  played  by  referring 
physicians,  a  strong  volume  response  to  reductions  in  fee  levels  seems  questionable.  Additionally, 
increased  scrutiny  of  surgical  procedures  by  Medicare  could  lead  the  magnitude  of  any  response 
to  be  smaller  than  in  the  past. 


TECHNICAL  REFINEMENTS  TO  MEDICARE  FEE  SCHEDULE 


In  the  course  of  preparing  the  1990  report,  the  Commission  has  developed  a  number  of  technical 
refinements  to  the  OBRA89  provisions  for  you  to  consider.  One  was  discussed  above: 
reconsideration  of  the  requirement  for  a  pathology  fee  schedule  to  take  effect  in  1991. 

It  is  important  that  a  standard  definition  of  surgical  global  services  and  revised  coding  for  EM 
services  be  reflected  in  the  fee  schedule  when  it  is  implemented  in  1992.  We  suggest  that  Congress 
specify  that  the  global  fee  definition  developed  by  the  Commission  be  used  in  the  fee  schedule  and 
rescind  the  OBRA89  provision  that  precludes  the  Secretary  of  Health  and  Human  Services  (HHS) 
from  establishing  definitions  for  visits  and  consultations  that  incorporate  time  prior  to  1993.  Coding 
issues  are  fundamental  to  assigning  relative  values  in  the  fee  schedule.  The  Commission  has  taken 
great  care  to  develop  coding  policies  that  are  technically  sound  and  address  key  policy  and  budget 
concerns.  We  will  be  pleased  to  work  with  the  Committee  on  these  issues. 

We  see  two  issues  concerning  budget-neutral  conversion  factors  for  the  fee  schedule.  First,  the 
legislation  is  drafted  so  that  the  budget  neutrality  calculation  is  made  for  1992  but  is  not  repeated 
during  subsequent  years  of  the  transition.  Since  the  1992  stage  of  the  transition  will  not  be 
symmetric  (those  services  for  which  payments  are  increasing  will  have  moved  a  larger  portion  of 
the  distance  to  the  final  fee  schedule),  the  fully  implemented  fee  schedule  will  not  be  budget 
neutral.  This  problem  can  be  addressed  by  recalculating  budget  neutrality  for  each  stage  of  the 
transition. 

Second,  the  assumptions  about  physician  behavior  that  might  be  used  by  HHS  in  calculating  the 
conversion  factor  are  not  realistic.  The  HHS  report  to  Congress  on  physician  payment  reform 
suggested  that  induced  changes  in  service  volume  will  offset  50  percent  of  fee  reductions  but  that 
fee  increases  will  not  induce  a  corresponding  decrease.  I  explained  above  why  the  50  percent  offset 
for  fee  reductions  is  not  well  founded.  The  extreme  asymmetry  of  this  assumption  is  even  more 
questionable.  Rather  than  assuming  in  advance  the  worst  possible  result,  the  Commission  would 
favor  Medicare  taking  an  agnostic  position  towards  behavioral  impacts  and  adjusting  the  conversion 
factor  once  the  net  effect  on  volume  is  measured. 


CONCLUSION 


I  hope  that  the  Commission's  1990  Report  to  Congress  and  its  comments  on  the  Administration's 
Budget  Proposals  for  1991  will  help  this  Subcommittee  in  the  tasks  that  lie  ahead  for  this  year  and 
the  future.  The  Commission  stands  ready  to  assist  with  further  analysis  and  development  of  specific 
policy  changes. 
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SPECIFIC  BUDGET  PROPOSALS 

The  Commission  has  discussed  the  specific  proposals  in  the  Administration's  budget  and 
is  concerned  that  many  of  them  are  inconsistent  with  the  payment  reform  that  was  enacted 
last  year  with  the  support  of  the  Bush  Administration.  With  payment  reform  following  a 
schedule  carefully  worked  out  in  the  Congress  last  year,  subsequent  budget  requirements 
are  best  met  through  broad-based  constraints  on  payment.  Some  of  the  specific  proposals 
either  accelerate  payment  reductions  to  too  large  a  degree  or  make  changes  that  are  at 
odds  with  the  basic  philosophy  of  payment  reform-to  determine  payment  on  the  basis 
of  relative  resource  costs.  Some  of  the  proposals  affecting  narrow  categories  of  services 
do  have  merit,  however. 

Update  Only  for  Primary  Care  Services 

The  Administration  has  proposed  to  eliminate  the  annual  update  in  the  MEI  for  1991 
except  for  primary  care  services.  The  Commission  strongly  supports  the  exemption  of 
primary  care  services,  which  it  first  suggested  for  OBRA87.  A  reduction  in  the  MEI 
update  for  all  other  services  is  a  way  of  meeting  budget  reduction  targets  that  is  consistent 
with  the  payment  reform. 

Reduce  Payments  for  Certain  Overvalued  Procedures 

The  Administration  proposes  further  reductions  in  prevailing  charges  for  the  services 
identified  as  "overvalued"  in  OBRA89.  OBRA89  reduced  payments  by  one-third  of  the 
amount  by  which  the  procedure  was  estimated  to  be  overvalued  in  each  locality  up  to  a 
maximum  of  15  percent.  This  proposal  would  reduce  payment  for  these  procedures  by 
two-thirds  of  the  remaining  amount  up  to  a  maximum  of  25  percent. 

The  Commission  has  concerns  about  these  deeper  cuts  in  the  same  procedures  at  this 
time.  When  the  Commission  developed  the  recommendation  last  year  at  the  request  of 
this  Committee,  it  advised  that  payments  be  reduced  by  no  more  than  one-third  of  the 
difference  between  current  levels  and  the  amount  projected  under  the  fee  schedule.  The 
judgment  of  one-third  reflected  the  preliminary  nature  of  the  data  that  were  used  to 
estimate  the  fee  schedule.  These  data  come  from  the  physician  work  estimates  in  the  first 
phase  of  the  study  by  William  Hsiao  and  colleagues  and  the  Commission's  initial 
refinements  to  estimates  of  practice  costs.  These  data  will  be  augmented  and  refined 
further  prior  to  the  implementation  of  the  Medicare  Fee  Schedule  in  1992. 
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Because  of  limitations  in  the  data,  the  Commission  judged  that  it  would  not  be  prudent 
to  reduce  payments  beyond  one-third.  Larger  reductions  risk  overshooting  the  final  fee 
schedule  levels.  This  could  pose  risks  to  beneficiary  access  for  those  services  and  detract 
from  the  credibility  of  the  physician  payment  reform.  In  addition,  limiting  the  percentage 
reductions  in  payment  for  overvalued  procedures  mitigates  inequities  between  those 
specialties  studied  in  the  first  phase  of  the  Hsiao  study  and  those  that  were  not. 

Since  that  time,  nothing  has  changed  to  give  the  Commission  increased  confidence  in  its 
estimates,  nor  is  there  data  for  estimates  for  additional  specialties.  The  Hsiao  team  has 
not  yet  delivered  results  from  the  second  phase  of  their  study.  Thus,  at  this  point  in  time, 
the  Commission  does  not  have  any  better  data  to  develop  estimates  of  the  fee  schedule 
than  it  did  last  spring. 

The  Commission  would  prefer  that  reductions  for  overvalued  procedures  be  based  on 
stronger  estimates.  This  will  require  additional  data.  From  our  understanding  of  the 
progress  of  the  second  phase  of  the  Hsiao  study,  it  is  our  belief  that  Dr.  Hsiao  could  soon 
deliver  to  HCFA  the  results  for  most  of  the  specialties  being  studied.  This  would  permit 
estimates  of  Medicare  Fee  Schedule  amounts  to  be  developed  for  additional  services  and 
revisions  to  be  made  for  some  of  the  estimates  for  services  studied  in  the  first  phase.  We 
urge  the  Congress  and  HCFA  to  press  Dr.  Hsiao  for  early  delivery  of  results  for  most  of 
the  specialties  studied  in  the  second  phase  of  his  research  rather  than  waiting  until  all  of 
his  studies  have  been  completed,  which  could  be  as  late  as  next  year.  Early  delivery  would 
also  assist  the  Health  Care  Financing  Administration  and  the  Commission  in  their  tasks 
to  prepare  for  the  timely  implementation  of  the  Medicare  Fee  Schedule. 

Reduce  Radiology  and  Anesthesia  Fees 

The  Administration  is  proposing  reductions  in  payments  for  radiology  and  anesthesia 
services.1  For  all  localities  in  which  the  conversion  factors  for  these  existing  fee  schedules 
exceed  the  current  estimate  for  the  overall  Medicare  Fee  Schedule,  the  Administration 
proposes  to  eliminate  the  difference,  up  to  a  maximum  reduction  of  25  percent. 

The  Commission  supports  reductions  in  payments  for  radiology  and  anesthesia,  but  is 
concerned  that  the  proposed  reduction  is  too  large.  While  the  Commission  has  not  yet 


1  The  Administration's  proposal  did  hot  include  reductions  for  pathology  services,  which  also  appear  to  be 
overvalued. 
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developed  a  precise  estimate  of  the  change  in  the  overall  conversion  factors  for  these  fee 
schedules,  the  Administration's  working  assumption  that  these  services  will  be  reduced  by 
at  least  10  percent  under  the  Medicare  Fee  Schedule  appears  to  be  reasonable.  We  also 
support  the  Administration's  incorporation  of  a  geographic  adjustment,  so  that  reductions 
will  vary  by  locality. 

Reducing  payment  rates  the  full  distance  to  the  levels  projected  for  the  full  fee  schedule, 
up  to  a  maximum  of  25  percent,  is  too  extreme.  It  goes  far  beyond  the  overvalued 
procedure  policy,  which  moved  payment  only  a  fraction  of  the  distance  to  the  fee  schedule 
and  which  affects  a  much  smaller  portion  of  the  services  provided  by  the  physicians  who 
perform  them.  Presumably,  this  proposal  would  reduce  payment  for  virtually  all  Medicare 
services  provided  by  radiologists  and  anesthesiologists.3  * 

Technical  Components  of  Diagnostic  and  Radiology  Tests 

The  Administration  proposes  to  cap  payments  for  the  technical  components  of  diagnostic 
and  radiology  tests  at  the  national  median.  While  this  parallels  the  approach  taken  for 
clinical  laboratory  services,  it  is  not  consistent  with  the  resource-based  approach  to  the 
Medicare  Fee  Schedule.  First,  geographic  differences  in  the  costs  of  providing  these 
services  should  be  recognized  in  the  payment  system,  but  this  proposal  would  not  adjust 
for  such  differences  before  applying  a  cap.  Second,  large  changes  in  payments  for 
technical  components  should  await  the  Commission's  estimates  of  costs  for  these 
procedures,  which  are  being  developed  over  the  next  year  with  data  from  large  medical 
practices. 

Reduced  Payments  for  Overvalued  Localities 

The  Administration  proposes  to  reduce  payments  for  procedures  in  "overvalued"  localities, 
that  is,  localities  in  which  the  prevailing  charge  after  adjustment  by  the  geographic  practice 
cost  index  (GPCI)  exceeds  the  national  average.  The  reductions  would  not  apply  to 
services  for  which  payment  is  expected  to  increase  under  the  fee  schedule  and  to  services 
affected  by  the  other  budget  proposals  of  the  Administration.  The  maximum  reduction 
would  be  25  percent 

'  It  it  important  that  policies  to  reduce  payment  for  radiology,  such  as  the  one  proposed  by  the 
Administration,  are  limited  in  their  application  to  the  professional  components  of  services.  Data  from  the  Hsiao 
study,  which  are  the  basis  for  the  adjustment  of  the  conversion  factors  in  the  Radiology  Fee  Schedule,  apply  only 
to  the  professional  services  delivered  by  radiologists  and  other  physicians,  not  to  the  technical  services  that  are 
often  combined  with  them  in  payment. 

4  The  Commission  has  only  recently  begun  to  take  up  issues  of  payment  to  certified  registered  nurse 
anesthetists  (CRN As)  and  thus  is  not  yet  ready  to  comment  on  the  Administration's  proposal  in  this  area. 
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While  the  concept  of  reducing  payment  for  services  in  overvalued  localities  has  merit,  the 
specifics  of  this  proposal  raise  problems.  First,  the  magnitude  of  the  reduction  seems  too 
large  to  put  into  effect  during  so  short  a  period  of  time.  Physicians  in  some  localities 
could  experience  reductions  of  up  to  25  percent  for  many  of  their  services.  The  magnitude 
far  exceeds  the  speed  of  the  transition  to  the  Medicare  Fee  Schedule  developed  by  the 
Congress. 

Second,  the  lack  of  any  estimates  at  this  point  on  the  final  fee  schedule  amount  for  many 
of  the  services  that  would  be  affected  by  this  proposal  leads  to  a  high  risk  of  reducing 
payment  for  particular  procedures  too  sharply.  The  proposal  excludes  both  those  services 
projected  to  increase  under  the  fee  schedule  and  overvalued  procedures.  Most  of  the 
services  remaining  are  those  not  yet  studied  by  Dr.  Hsiao,  those  judged  overvalued  by 
less  than  10  percent  (some  of  which  could  turn  out  to  be  properly  valued  or  even 
undervalued  once  additional  data  are  available),  and  those  for  which  the  data  were  too 
questionable  to  be  considered  for  the  overvalued  procedure  list. 

Reform  Payments  for  Assistants  at  Surgery 

The  Administration  proposes  to  subtract  payments  for  assistants  at  surgery  from  the 
payment  to  the  primary  surgeon.  The  proposal  is  based  on  evidence  of  substantial 
geographic  variation  in  the  use  of  physicians  as  assistants  at  surgery  and  on  the  substantial 
use  of  primary  care  physicians  in  this  capacity. 

The  Commission  shares  the  Administration's  assessment  that  the  use  of  a  physician  as  an 
assistant  at  surgery  is  often  unnecessary,  but  advises  against  the  adoption  of  this  proposal 
for  two  reasons.  First,  there  are  certain  surgical  procedures  that  virtually  always  require 
a  surgeon  as  an  assistant.  For  these  procedures,  the  proposal  is  equivalent  to  an 
additional  20  percent  fee  reduction  to  the  primary  surgeon,  except  for  procedures 
performed  in  teaching  hospitals,  in  which  surgical  residents  routinely  provide  assistance. 
Second,  the  proposal  could  be  interpreted  as  calling  for  "fee  splitting",  an  arrangement  that 
is  strongly  at  odds  with  deeply-held  professional  principles. 

The  Commission  plans  to  explore  two  alternatives  to  the  Administration's  proposal.  First, 
lists  of  surgical  procedures  could  be  developed  for  which  no  payment  would  be  made  for 
assistants  at  surgery.5  These  could  be  developed  by  reference  to  data  on  incidence  of  use 
of  assistants  at  various  geographic  locations.  For  each  CPT  code  in  which  assistants  are 


5  In  previous  legislation,  the  Congress  prohibited  payment  for  assistants  in  cataract  surgery  unless  specifically 
approved  in  advance  by  the  Peer  Review  Organization. 
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seldom  used  at  a  substantial  number  of  nonteaching  hospitals,  Medicare  would  not  pay  for 
any  assistants.  The  second  alternative  would  have  hospitals  pay  for  assistants  at  surgery. 
The  primary  surgeon  would  negotiate  with  the  hospital  as  to  whether  an  M.D.  assistant 
or  an  operating  room  nurse  should  be  provided  for  an  operation,  either  of  which  would 
be  paid  by  the  hospital.  Medicare  payments  to  hospitals  under  the  Prospective  Payment 
System  would  have  to  be  increased  slightly  to  cover  these  costs. 

Reduce  Surgical  Global  Fees 

The  Administration  proposes  to  reduce  surgical  payments  by  2  percent  (or  procedure- 
specific  amounts  where  data  are  available).  The  rationale  is  that  as  lengths  of  stay  have 
declined  over  time,  the  number  of  postoperative  visits  have  declined  and  that  global  fees 
for  surgery  have  not  been  adjusted  to  reflect  this. 

The  Commission  has  two  problems  with  this  proposal.  First,  a  much  more  accurate 
treatment  of  global  payment  for  surgery  will  be  implemented  only  one  year  later,  when 
the  fee  schedule  values  are  calibrated  to  reflect  a  uniform  definition  of  the  global  service. 
Second,  the  Commission's  calculations  that  were  used  by  Congress  in  OBRA89  for 
overvalued  procedure  reductions  incorporated  1989  estimates  of  resources  incorporated 
in  the  global  service.  Applying  the  proposed  reduction  to  these  procedures  would  amount 
to  double  counting. 

Lower  Payment  Rate  for  New  Physicians 

This  proposal  would  extend  previous  policies  to  apply  more  stringent  limits  on  payments 
to  new  physicians.  The  Commission  has  advised  against  this  policy  in  the  past  and 
maintains  that  position.  With  Medicare  slated  to  pay  on  a  fee  schedule  basis  instead  of 
reasonable  charges,  the  proposal  has  even  less  merit  than  in  the  past.  The  Commission 
sees  little  reason  to  pay  each  new  physician  less  than  others  for  four  years. 

Voluntary  Hospital  Physician  Participation 

The  Administration  has  proposed  that  hospitals  have  the  option  to  become  "Medicare 
participating  physician  medical  staff  hospitals".  Hospitals  could  sign  an  agreement  under 
which  they  would  guarantee  that  physicians  would  accept  assignment  for  emergency 
services,  radiology,  anesthesiology,  pathology,  and  consultations.  Hospitals  would  be  free 
to  advertize  their  status. 

The  Commission  has  not  yet  discussed  this  proposal,  but  I  suspect  that  it  will  react  very 
favorably  to  it.  The  Commission  has  long  had  concerns  about  balance  billing  in  situations 
where  the  beneficiary  has  no  choice  of  physician.  It  also  has  applauded  the  participating 
physician  program  for  increasing  assignment.  This  proposal  may  contribute  to  increases 
in  assignment  where  beneficiaries  have  no  choice  of  physician. 
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Chairman  Stark.  Thank  you  very  much,  Phil. 

The  results  of  last  year  show  us  that  the  part  B  costs  were  rising 
at  a  little  over  8  percent  in  real  costs. 

How  would  you  respond  to  the  thought  from  the  committee  that 
this  might  lead  us  to  think  that  the  majority  of  any  savings  for 
1991  should  come  out  of  the  part  B  side? 

Dr.  Lee.  Well,  certainly  with  the  significant  reductions  in  the 
rate  of  increase  that  you  have  achieved  with  the  policies  that  you 
enacted  in  1983  with  part  A,  and  with  the  increases  continuing 
under  part  B,  clearly  it  suggests  that  part  B  has  to  be  looked  at 
very  carefully.  And  I  would  suggest  that  you  look  at  hospital  outpa- 
tient costs,  physician  costs,  and  other  costs  like  durable  medical 
equipment.  I  mean  those  are  three  areas  where  the  rates  of  in- 
crease I  think  can  differ,  and  where  the  policies  that  would  need  to 
be  implemented  would  differ. 

I  think  that  even  if  you  move  on  the  physician  issues  which 
clearly  you  will  have  to  do  as  you  suggested  in  your  opening  state- 
ment, make  whatever  reductions  you  make  consistent  with  the  re- 
forms that  were  enacted  in  December. 

Chairman  Stark.  Another  problem  that  we  have  is  that  the  com- 
mittee has  always  had  trouble  and  been  reluctant,  and  the  Chair 
shares  that  reluctance,  to  make  decisions  as  to  what  procedures  are 
overpriced,  and  which  ones  are  more  overpriced  than  others. 

Could  you  prioritize  for  us  the  various  proposals  that  will  be 
before  us  for  the  various  options  in  savings  in  part  B?  Is  that  some- 
thing that  the  Commission  could  help  us  with? 

I  know  that  it  is  not  a  very  empirical  procedure.  But  any  help 
you  could  give  us  in  that  regard  would  ease  our  deliberations,  I 
think. 

Dr.  Lee.  We  would  be  very  glad  to  do  that,  Mr.  Chairman,  and 
particularly  if  you  would  give  us  some  guidance  as  to  the  magni- 
tude of  the  reductions  that  you  wish  to  achieve. 

Chairman  Stark.  We  will  do  that  as  soon  as  the  budget  and  the 
budget  resolution  passes.  It  is  somewhere  in  the  neighborhood  of 
less  than  the  defense  cuts.  How  is  that?  [Laughter.] 

When  we  are  a  little  closer,  we  would  appreciate  your  help  there. 

Dr.  Lee.  I  think  also  on  the  point  I  made  about  the  assumptions 
made  by  CBO  and  the  Medicare  actuary  about  the  fee  reductions, 
the  volume  increases  that  they  anticipate,  those  really  do  affect  the 
kind  of  target  that  may  be  set  by  the  committee. 

So  we  would  hope  that  that  could  be  revisited  by  CBO  and  per- 
haps a  different  set  of  more  realistic  assumptions  could  be  made. 
Because,  otherwise,  it  really  limits  your  options  even  more. 

Chairman  Stark.  Do  you  have  suggestions  for  alternatives  that 
you  mentioned  in  your  testimony  to  the  administration's  proposal 
on  surgical  assistance  or  assistance  in  surgery? 

Dr.  Lee.  Well,  it  seems  to  us  that  several  different  approaches 
could  be  taken. 

First  of  all,  definitions  of  those  procedures  where  you  need  a  sur- 
gical assistant  could  be  developed.  And  that  has  not  yet  been  done. 

Something  that  we  have  not  examined  yet  on  the  Commission, 
but  we  would  be  very  glad  to  do  so,  is  that  it  might  be  possible  to 
consider  having  the  payment  for  the  assistant  be  a  hospital  pay- 
ment. On  the  east  coast,  it  is  my  understanding  that  there  are 
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many  fewer  surgical  assistants  that  are  physicians.  They  are  basi- 
cally nurses  that  are  covered  by  hospital  payments.  Whereas,  in 
the  West,  they  are  more  likely  to  have  a  physician  as  assistant. 
And  if  that  decision  could  be  made  within  each  hospital,  and  then 
the  payment  made  for  the  assistant,  whether  it's  a  nurse  or  a  phy- 
sician, as  a  hospital  payment,  that  might  be  a  better  approach.  It 
would  certainly,  I  think,  significantly  reduce  the  numbers  of  physi- 
cian assistants  at  surgery. 

Chairman  Stark.  I  have  one  more  request  for  you  and  I'd  like  to 
see  whether  your  Commission  wants  to  take  this  on. 

It  has  always  troubled  me,  and  I  suspect  the  committee  as  well, 
that  whatever  we  do  we  have  to  factor  in  graduate  medical  train- 
ing. I  think  all  of  us  think  that  that  is  something  that  benefits  soci- 
ety. We  want  to  train  physicians  as  well  as  we  can. 

But  it  has  always  been  one  of  those  vestigial  parts  of  legislation 
that  lets  graduate  medical  training  end  up  in  the  Medicare  system. 
There  is  no  real  reason  for  it  to  be  there.  And  it  is  sort  of  all  frag- 
mented. We  deal  with  indirect  payments  to  hospitals  and  direct 
payments  in  a  very  illogical  sort  of  a  way  to  approach  what  the 
Federal  Government's  role  ought  to  be  in  training  physicians. 

I  am  wondering  if  the  Commission  would  feel  comfortable  put- 
ting that  on  their  agenda  of  things  they  might  want  to  chew 
around.  What  would  be  a  good  national  program?  What  ought  to  be 
the  Government's  role,  and  how  ought  we  to  proceed  with  rinding  a 
fair  way  to  pay  for  it?  Should  we  subsidize  it?  And  if  we  do,  then 
how  much? 

It  makes  no  sense  now,  and  it  has  no  logic  to  it.  I  am  wondering 
if  this  is  something  that  the  Commission  could  reasonably  turn 
their  attention  to? 

Dr.  Lee.  I  think  the  Commission  would  be  very  glad  to  do  this, 
even  though  one  might  consider  it  a  ' 'part  A  issue."  We  are  a  phy- 
sician payment  commission.  This  is  a  physician  payment  issue.  And 
if  the  Ways  and  Means  Committee  asks  us  to  look  at  it,  we  will  do 
so. 

Chairman  Stark.  I  could  turn  it  into  a  part  B  issue  in  a  moment 
just  by  requiring  the  hospitals  to  recover  full  costs  from  the  indi- 
vidual trainees.  Then  I  could  lay  it  right  in  your  lap. 

But  that  does  not  make  any  more  sense  than  the  way  we  are 
doing  things  now. 

Dr.  Lee.  We  also  have  or  the  Commission  members  like  John  Ei- 
senberg  from  the  University  of  Pennsylvania,  I  mean  people  with 
considerable  expertise  on  the  manpower  issues.  I  think  it  is  very 
appropriate  for  the  Ways  and  Means  Committee  to  be  concerned 
about  this  issue,  because  the  extent  to  which  you  subsidize  the 
training  of  specialists  already  in  oversupply  simply  magnifies  the 
problem  downstream. 

We  are  training  too  few  primary  care  physicians,  too  few  family 
doctors,  too  many  surgical  specialists,  too  many  cardiologists,  too 
many  people  doing  invasive  procedures.  And  that  simply  runs  up 
the  costs  downstream  and  does  not  provide  people  with  the  access 
to  primary  care  which  is  a  critical  problem. 

Chairman  Stark.  I  am  inclined  to  agree  with  you,  but  I  could  not 
tell  you  why.  That  is  the  danger  of  letting  us  decide  those  sorts  of 
things  legislatively,  and  why  I  suggested  that  we  look  for  help  from 
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your  Commission.  I  think  this  is  kind  of  a  long-range  project,  but  I 
think  it  is  something  we  have  got  to  address. 

Dr.  Lee.  The  analysis  might  be  a  little  more  objective  than  my 
statement  also,  which  was,  of  course,  a  personal  statement. 

Chairman  Stark.  The  committee  usually  is  a  little  more  objec- 
tive than  its  chairman,  which  is  one  of  the  qualities  of  the  legisla- 
tive process. 

Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Dr.  Lee,  the  administration  has  proposed  savings  in  fiscal  year 
1991  of  $1  billion  in  the  areas  that  we  are  talking  about  this  morn- 
ing. 

How  much  in  the  way  of  savings  would  be  realized  if  we  follow 
your  recommendations  rather  than  the  administration's  recommen- 
dations? 

Dr.  Lee.  We  have  not  done  yet  a  cost  projection  of  the  savings. 
But  we  will  be  very  glad  to  do  that  and  provide  that  information  to 
the  committee. 

[The  information  is  being  retained  in  the  committee  files.] 

Mr.  Gradison.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Cardin. 

Mr.  Cardin.  Phil,  I  am  interested  in  your  comments  on  the 
volume  performance  standards  and  the  difficulties  that  arise  be- 
cause the  individual  physician  is  far  removed  from  the  overall 
goals. 

You  mentioned  that  there  are  certain  problems  in  looking  at 
some  national  standards.  I  was  wondering  if  you  could  expand  a 
little  bit  more  as  to  what  difficulties  we  could  run  into  if  we  start 
to  look  for  national  volume  performance  standards. 

Dr.  Lee.  Well,  if  you  are  moving  to  a  subnational  target,  clearly 
the  data  is  not  available  and  will  not  be  until  1992  to  really  permit 
us  to  accurately  do  it  at  the  State  level.  So  that  by  1992,  when  the 
accurate  data  is  available,  we  could  make  a  better  judgment  about 
whether  that  is  the  right  way  to  go. 

We  think  the  national  target  is  the  best  approach  at  the  present 
time.  We  think  that  it  already  has  produced  salutary  effects.  With 
the  number  of  specialty  societies  concerned  about  practice  guide- 
lines, practice  parameters,  and  appropriateness,  and  the  increased 
research  activity  in  this  area,  there  have  been  very  important  steps 
taken  that  will  benefit  the  Medicare  program  in  terms  of  achieving 
the  volume  performance  standards  nationally. 

We  do  describe  in  the  report  some  of  the  technical  difficulties 
that  relate  to  the  development  of  the  separate  target  for  surgical 
services.  And  we  are,  of  course,  working  with  the  surgeons  in  vari- 
ous of  the  specialty  groups  within  surgery  to  look  at  those  issues 
and  to  try  to  resolve  them. 

Mr.  Cardin.  Obviously,  before  we  move  away  from  national  tar- 
gets, we  need  that  information. 

You  also  mentioned  that  perhaps  we  should  consider  looking  at  a 
waiver  for  a  State  to  experiment  with  cost  containment  as  it  re- 
lates to  physician  fees. 

And  then  you  mention  in  your  statement  perhaps  a  State  could 
adopt  an  all-payer  system  for  physician  payment.  As  you  know, 
Maryland  has  an  all-payer  system  for  hospital  care. 
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Dr.  Lee.  Right. 

Mr.  Cardin.  I  wonder  whether  we  could  work  together  to  get  in- 
terest in  the  States  to  move  forward  with  a  request  to  HCFA. 
Maybe  there  is  at  least  some  possibility  we  could  get,  at  the  time 
that  you  are  evaluating  the  national  statistics,  a  State  to  move  for- 
ward a  proposal  for  an  all-payer  system  for  physicians. 

Dr.  Lee.  Yes,  we  would  be  very  glad  to  do  that,  and  I  think  that 
is  an  excellent  idea. 

Mr.  Cardin.  Thank  you. 

Mr.  Chandler.  No  questions,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Pickle. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Dr.  Lee,  I  understand  that  a  group  here  in  Washington  called  the 
Urban  Institute,  sort  of  a  think  tank  here  in  Washington,  was  the 
subject  of  an  article  published  in  the  Wall  Street  Journal  recently. 
The  study  indicates  that  Medicare  payments  for  physicians'  serv- 
ices are  being  driven  up  by  the  increased  accessibility  of  medical 
care  as  well  as  new  medical  technology,  rather  than  charging  by 
physician. 

Have  you  seen  that  article?  Have  you  seen  that  report? 
Dr.  Lee.  I  have  not,  myself,  seen  the  report. 
Paul,  have  you? 

Mr.  Ginsburg.  Yes,  I  just  quickly  read  the — I  think  it  was  pub- 
lished in  the  Journal  of  the  

Mr.  Pickle.  I  cannot  hear  you.  Will  you  please  speak  up? 

Mr.  Ginsburg.  Yes,  I  believe  this  report  was  published  in  the 
Journal  of  the  American  Medical  Association  in  the  March  23rd 
issue.  And  it  had  a  number  of  very  interesting  conclusions.  It  at- 
tempted to  explain  the  increases  in  Medicare  expenditures  for  phy- 
sicians from  1983  to  1985. 

And  it  is  a  very  complicated  article.  It  will  take  some  time  to 
thoroughly  review  it.  But  it  did  say  those  things. 

Mr.  Pickle.  Mr.  Ginsburg,  I  am  asking  you — you  apparently 
have  seen  the  article — what  is  your  analysis  of  it?  I  am  not  asking 
you  to  identify  the  group  so  much,  except  you  are  welcome  to  do 
that,  but  what  is  your  analysis  of  their  particular  evaluation? 

Mr.  Ginsburg.  I  am  sorry,  Congressman.  I  have  not  had  the  time 
to  thoroughly  analyze  the  article.  It  is  a  very  complex  one  and  very 
substantive  one. 

I  would  be  pleased  to  provide  comments  for  the  record. 

Dr.  Lee.  We  do  know,  Mr.  Pickle,  from  earlier  analysis  by  other 
investigators,  that  one  of  the  things  that  seems  to  have  happened 
in  recent  years,  is  that  more  Medicare  beneficiaries  are  being  billed 
for  services. 

Now,  that  may  mean  more  are  using  the  services,  or  it  may 
mean  that  because  people  are  accepting  assignment  more,  that 
there  are  more  bills  that  are  being  submitted  than  in  the  past. 

So  there  is  some  evidence  from  other  sources  that  part  of  the  in- 
crease is  due  to  increased  utilization  but  there  is  also  substantial 
evidence  that  increases  in  certain  procedures  are  a  significant 
factor  in  terms  of  the  expenditure  increase. 

And  also  another  factor  is  the  increase  in  the  price  charged  by 
physicians  over  the  consumer  price  index.  So  there  are  multiple 
factors  that  account  for  the  expenditure  increases. 
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Mr.  Pickle.  Dr.  Lee,  I  understand  that. 

But  I  am  going  to  submit  this  article  to  you  and  Mr.  Ginsburg 
and  I  would  like  your  response  to  it. 
Dr.  Lee.  We  would  be  very  glad  to. 

Mr.  Pickle.  Because  it  is  contrary  to  what  we  often  hear  and  I 
would  like  your  professional  analysis  of  it. 
Dr.  Lee.  We  would  be  very  glad  to  do  that. 
[The  following  was  subsequently  received:] 
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Additional  statement  for  the  record: 

I  have  reviewed  John  Holahan,  Avi  Dor,  and  Stephen  Zuckerman, 
"Understanding  the  Recent  Growth  in  Medicare  Physician 
Expenditures,"  Journal  of  the  American  Medical  Association  (March 
23/30,  1990)  that  the  Wall  Street  Journal  was  reporting  on.  I  also 
reviewed  by  the  same  authors  "Medicare  Physician  Expenditures: 
Sorting  Out  the  Reasons  for  Growth,"  Urban  Institute  Working  Paper 
3650-06  (January  1989) ,  which  is  a  longer  and  more  technical 
version  of  this  article. 

While  the  study  reflects  careful  work  by  highly-regarded 
economists,  limitations  in  the  data  employed  to  address  the 
questions  posed  by  the  study  decrease  the  reliability  of  the 
results.  The  expenditure  data  used  have  serious  shortcomings  at 
the  level  of  aggregation  in  which  they  are  used  in  the  study  and 
the  specification  of  the  model  appears  to  be  inappropriate  to 
answer  the  questions  posed.  Confidence  in  the  conclusions  drawn 
will  require  additional  research  using  better  data. 

The  focus  of  the  study  is  on  changes  in  expenditures  between  1983 
and  1985.  Unfortunately,  it  used  different  Medicare  data  bases 
for  the  two  years.  This  risks  introducing  errors  into  the 
calculation  of  expenditure  change.  The  data  used  for  1985  (BMAD) 
were  constructed  in  an  manner  different  from  those  used  for  1983 
(Bill  Summary) .  The  former  are  known  to  be  incomplete,  with  the 
degree  of  missing  claims  varying  by  carrier  and  by  year.  Reported 
expenditures  are  affected  by  speed  of  claims  submission  and 
processing,   for  example. 

The  study  could  have  been  conducted  entirely  with  Bill  Summary  data 
and  avoided  some  of  these  problems.  But  even  if  the  same  data  base 
had  been  used  in  both  years,  errors  in  reporting  would  cause  large 
increases  or  decreases  in  expenditures  in  specific  areas  that  did 
not  reflect  true  expenditure  patterns.  Examples  are  shown  in  the 
Commission's  1990  report  (Table  12-1,  pp.  187-188). 

To  the  authors'  credit,  they  contacted  HCFA  to  identify  carriers 
with  reporting  problems  and  removed  from  their  database  carriers 
for  which  changes  in  expenditures  appeared  to  be  erroneous.  But 
some  of  the  distortions  are  likely  to  have  remained. 

In  addition,  using  only  a  5  percent  sample  of  claims  leads  to  large 
sampling  errors  at  the  MSA  level.  For  either  year  of  data,  staff 
have  calculated  that  for  MSAs,  this  sampling  leads  to  only  a  75 
percent  probability  of  being  within  10  percent  of  the  true  amount 
of  expenditures  per  beneficiary. 

The  authors  have  argued  that  these  data  problems  are  not  serious 
because  they  are  limited  to  the  dependent  variable.       It  is  known 
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that  such  errors  reduce  the  efficiency  of  estimates  but  do  not  lead 
to  bias.  But  these  comforting  assessments  apply  only  to  random 
errors  where  the  number  of  observations  is  large.  As  I  discuss 
below,  these  conditions  do  not  apply  and  the  risk  that  errors  in 
the  dependent  variable  might  distort  the  estimates  of  regression 
coefficients  is  not  negligible.  Further,  since  1983  expenditures 
is  an  independent  variable,  errors  in  its  value  could  not  only  bias 
its  coefficient  but  affect  coefficients  of  the  other  independent 
variables,  which  are  related  to  it. 

These  data  limitations  make  inferences  about  the  effects  of  the 
Prospective  Payment  System  (PPS)  particularly  uncertain.  These 
inferences  are  based  on  comparing  changes  in  expenditures  between 
the  four  states  with  Medicare  waivers  and  the  rest  of  the  country. 
But  with  waiver  state  data  coming  from  only  eight  carriers,  a  large 
data  error  from  one  or  two  of  these  carriers  could  have  a 
substantial  effect  on  the  estimate  of  the  PPS  effect. 

The  model  that  is  estimated  is  a  peculiar  one.  Described  as  a 
"partial  adjustment"  model,  it  appears  to  be  a  hybrid  between  a 
model  in  which  the  change  in  expenditures  is  a  function  of  the 
level  of  a  series  of  independent  variables  and  a  simple  cross- 
sectional  model  in  which  the  level  of  expenditures  is  a  function 
of  the  level  of  the  independent  variables.  It  is  not  a  true 
partial  adjustment  model  because  there  is  no  time  series  variation 
in  the  independent  variables. 

The  first  part  of  the  hybrid  has  no  basis  in  theory.  If  an 
independent  variable  such  as  the  prevailing  charge  index  is  a 
predictor  of  the  level  of  expenditures,  theory  gives  no  basis  for 
predicting  the  relationship  between  the  level  of  the  prevailing 
charge  index  and  the  change  in  expenditures.  Whatever  relationship 
exists  is  probably  a  highly  subtle  one  that  has  little  to  do  with 
the  main  questions  of  how  price  changes  affect  expenditure  changes. 

A  pure  cross-sectional  model  would  make  more  sense,  but  most 
economists  are  familiar  with  the  perils  of  projecting  the  effect 
in  a  change  over  time  in  a  policy  variable  on  expenditures  from 
such  a  model.  While  this  will  work  for  models  that  are  perfectly 
specified,  most  models  are  far  from  it.  In  this  case,  an  obvious 
specification  problem  is  the  omission  of  a  variable  for  the 
diffusion  of  technological  change.  This  is  likely  to  be  correlated 
with  many  of  the  other  independent  variables  such  as  prevailing 
charges,  physician  supply,  and  incomes.  Since  technological  change 
is  likely  to  be  one  of  the  key  determinants  of  changes  in 
expenditures  over  time,  its  omission  means  that  coefficients  of 
other  key  variables  are  likely  to  be  biased. 

In  conclusion,  it  is  tough  to  make  accurate  inferences  about  the 
sources  of  expenditure  growth  from  a  data  base  subject  to  errors 
in  the  expenditure  variable  and  only  a  single  year's  data  on  all 
of  the  other  variables.  With  the  specification  not  tied  to  a 
theoretical  model,  it  is  difficult  to  interpret  the  results.  To 
me,  more  research  is  needed  to  get  a  firm  understanding  of  the 
relative  role  of  various  causes  of  expenditure  increases. 
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Mr.  Pickle.  Now,  another  subject. 

Now,  I  understand  that  your  Commission  considered  but  then 
chose  not  to  make  any  recommendation  regarding  a  problem  with 
the  limit  on  1991  actual  charges  for  all  physicians'  services,  that 
they  be  limited  to  no  more  than  125  percent  of  the  Medicare  ap- 
proved amount. 

Now,  traditionally  some  primary  care  physicians  have  always 
been  paid  less  than  others,  particularly  in  the  rural  areas.  They 
have  in  effect  had  their  fees  discounted.  Well,  we  have  to  start 
from  that  basis. 

The  problem  seems  to  me  that  we  are  mandating  lower  limits  for 
this  particular  year,  in  the  coming  budget,  but  the  fees  would  go  up 
again  after  our  recommendation  goes  into  effect. 

So  we  are  going  to  actually  reduce  below  what  many  physicians 
now  receive  in  1990,  and  then  mandate  that  they  come  back  up 
next  year. 

It  seems  to  me  like  we  have  got  a  bump  in  there  that  is  a  lower 
fee  on  already  lower  paid  services,  and  yet  we  are  going  to  push 
them  even  lower  and  then  push  them  up  again. 

Now,  that  is  kind  of  bumping  the  scale.  Is  there  anything  that 
we  can  do  about  that  or  have  you  considered  making  a  recommen- 
dation on  that? 

Dr.  Lee.  We  looked  at  the  data,  Mr.  Pickle,  to  see  how  many  phy- 
sicians would  be  affected  by  this  provision  during  this  one  year. 

And  it  is  a  very  small  percentage.  About  5  percent  of  the  family 
practitioners  would  be  affected,  but  only  one-fifth  of  those  are  af- 
fected by  more  than  5  percent  of  their  charges. 

And  it  was  our  view  that  because  assignment  and  balance  billing 
were  such  contentious  issues  for  this  committee  and  the  Congress 
that  to  benefit  a  small  percentage  of  physicians  for  1  year  did  not 
merit  reopening  that  issue  again. 

And  there  might  be  some  other  ways  to  deal  with  the  problem 
rather  than  reopening  the  issue  of  assignment  and  balance  billing. 

Mr.  Pickle.  Well,  do  you  have  any  other  recommendation  when 
you  say,  some  other  way? 

That  5  percent,  I  imagine  a  great  many  of  them  are  in  the  rural 
areas.  And  so  they  are  going  to  be  pushed  down  even  further  on 
already  undervalued  fees  and  yet,  we  are  going  to  push  them  down 
and  try  to  push  them  up  again  a  year  later. 

Is  there  something  that  can  be  done  on  that? 

Dr.  Lee.  The  Commission  has  not  looked  at  that  issue,  but  let  me 
just  give  you  a  suggestion  and  if  you  want  us  to  look  at  it,  and  then 
come  back,  we  could  do  so.  / 

You  have  already  set  a  policy  for  increasing  payments  for  under- 
served  areas.  That  is  a  policy  the  committee  recommended  and 
Congress  adopted. 

In  this  interim  period,  that  might  be  an  option  to  make  some  ad- 
justment without  reopening  the  balance  billing  issue.  And  that  is 
something  that  we  could  try  to  look  at  to  see  if  that  would  make 
sense. 

Paul. 

Mr.  Ginsburg.  Yes,  I  was  just  going  to  add  that  the  policy  pro- 
viding a  10  percent  bonus  for  health  manpower  shortage  areas  is 
going  to  be  taking  effect  in  1991. 


29 


Dr.  Lee.  So  that  would  have  some  mitigating  effect  on  this  . 

Mr.  Pickle.  Well,  I  would  like  to  receive  your  specific  recommen- 
dation. If  there  is  some  way  to  correct  that.  There  may  be  a  limited 
number  that  will  be  affected,  but  if  there  is  some  way  to  give  relief 
in  an  area  that  really  would  be  affected,  I  think  we  ought  to  con- 
sider that. 

Dr.  Lee.  We  would  be  very  glad  to  do  that  and  come  back  with  a 
specific  

Mr.  Pickle.  Let  me  ask  you  one  other  question. 

In  your  Commission  report,  you  mentioned  that  the  Commission 
plans  to  analyze  where  the  current  implementation  of  the  geo- 
graphic adjustment  is  able  to  account  for  all  practice  costs  in  rural 
areas. 

Can  you  explain  to  me,  more  in  detail,  how  the  Commission 
plans  to  analyze  this  issue?  How  are  you  going  to  analyze?  You  just 
say  you  are  going  to. 

Dr.  Lee.  Well,  let  me  just  have  Paul  fill  you  in  on  what  the  plans 
are  for  that,  Mr.  Pickle. 

Mr.  Ginsburg.  Yes,  I  can  do  that. 

We  have  a  number  of  studies  underway.  One  type  of  work  we  are 
doing  is  to  look  at  alternative  proxy  measures  for  the  different 
components  for  the  geographic  index  to,  in  a  sense,  try  to  validate 
the  ones  that  HCFA  is  using  now,  to  see  whether  alternative  prox- 
ies would  result  in  a  higher  payment  for  rural  areas. 

Another  thing  we  are  looking  at  is  whether  changing  the  weights 
in  the  components  of  the  index  to  better  reflect  what  rural  physi- 
cians face  would  cause  different  results  for  the  payment  for  rural 
areas. 

And  finally,  we  are  planning  to  look  into  whether  rural  physi- 
cians have  higher  costs,  due  to  the  smaller  scale  of  their  practices. 
An  example  is  their  having  to  keep  equipment  around  to  use  infre- 
quently that  urban  physician  would  not  have,  because  they  could 
refer  the  patients  elsewhere. 

And  so  we  are  using  our  physician  survey  to  study  that  issue.  We 
hope  within  a  few  months  to  have  completed  this  work  and  to  see 
whether  these  various  data  analysis  exercise  support  the  allega- 
tions that  the  index  would  underpay  in  rural  areas. 

The  Commission  could  consider  whether  it  thinks  a  payment 
ought  to  be  higher  in  some  particularly  remote  rural  areas,  just  be- 
cause it  is  good  policy,  even  though  the  numbers  do  not  support  it. 

Mr.  Pickle.  Well,  Dr.  Ginsburg,  I  presume  that  in  your  testimo- 
ny this  particular  analysis  of  factors  you  might  consider  is  not 
listed  but  that  you  are  considering  it. 

Is  there  some  place  that  we  can  refer  to,  some  way  to  understand 
the  manner  in  which  you  are  going  to  implement  that  study,  other 
than  what  you  have  just  said? 

Mr.  Ginsburg.  Yes,  there  is  a  fairly  detailed  discussion  in  our 
report,  in  chapter  7,  which  should  be  available  tomorrow. 

And  we  would  be  glad  to  provide  further  detail  as  necessary. 

Chairman  Stark.  I  want  to  thank  both  of  the  witnesses  for  their 
enlightening  testimony.  I  look  forward  to  working  with  you  this 
year  as  we  try  and  put  together  our  reconciliation  package  and  to 
begin  to  think  about  some  of  the  other  long-range  concerns  that 
the  committee  should  consider. 
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I've  been  informed  that  there  will  be  two  votes  back-to-back. 

The  committee  will  reconvene  about  5  minutes  after  the  second 
vote,  if  there  is  one.  So  I  guess  we  will  probably  recess  until  at 
least  11:30  and  then  the  call  of  the  Chair  should  be  shortly  thereaf- 
ter. 

Thank  you,  both,  very  much. 

Dr.  Lee.  Thank  you,  Mr.  Chairman. 

Mr.  Ginsburg.  Thank  you,  Mr.  Chairman. 

[Recess.] 

Chairman  Stark.  Our  next  witness  is  Dr.  Gail  Wilensky,  the  Ad- 
ministrator of  the  Health  Care  Financing  Administration  of  the 
Department  of  Health  and  Human  Services. 

Gail,  welcome  back  to  the  Committee.  Your  prepared  testimony 
will  appear  in  its  entirety  in  the  record,  and  feel  free  to  expand  on 
it  or  enlighten  us  in  any  way  you  are  comfortable. 

STATEMENT  OF  GAIL  R.  WILENSKY,  PH.D.,  ADMINISTRATOR, 
HEALTH  CARE  FINANCING  ADMINISTRATION,  U.S.  DEPART- 
MENT OF  HEALTH  AND  HUMAN  SERVICES 

Ms.  Wilensky.  Thank  you. 

I  am  pleased  to  be  here,  Mr.  Chairman. 

The  Medicare  physician  payment  reform  legislation  represents 
an  important  step  toward  achieving  our  goal  of  controlling  the  rate 
of  growth  in  physician  expenditures,  improving  the  equity  of  physi- 
cian payments,  and  protecting  beneficiaries  in  a  financial  way.  We 
are  pleased  with  this  accomplishment. 

But  we  also  have  a  responsibility  to  make  necessary  and  appro- 
priate revisions  to  the  payment  system  prior  to  the  implementation 
of  these  reforms.  The  administration's  1991  budget  proposes  such 
revisions.  Of  the  $5.2  billion  in  Medicare  savings  the  administra- 
tion is  proposing  for  fiscal  year  1991,  $1  billion,  19  percent  of  the 
savings,  would  come  from  the  physician  proposals. 

Our  fiscal  year  1991  savings  proposals  can  be  grouped  into  three 
broad  categories.  About  one-third  of  the  physicians'  savings  we  pro- 
pose would  come  from  providing  the  full  MEI  increase  only  for  pri- 
mary care  services. 

In  addition  to  helping  control  spending  for  physician  services,  we 
believe  the  proposal  helps  address  the  relative  price  of  primary 
care  services  versus  other  medical  services.  This  approach  is  con- 
sistent with  what  will  occur  under  the  fee  schedule  and  with  the 
approaches  adopted  by  Congress  during  the  past  few  years. 

About  one-third  of  our  proposed  budget  savings  seeks  to  ensure 
that  overvaluations  are  not  built  into  the  reform  base.  For  exam- 
ple, we  propose  reducing  Medicare  payments  for  overvalued  proce- 
dures and  for  services  performed  in  localities  where  payments  are 
much  higher  than  the  national  average. 

Our  proposals  to  reduce  payments  for  radiologist,  anesthesiol- 
ogist and  global  fees  also  would  remove  overvaluation  from  the 
payment  system. 

The  final  one-third  of  our  physicians'  savings  would  represent 
solid  health  policy  which  we  would  propose  even  independent  of 
the  fee  schedule  implementation. 
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For  example,  we  propose  reforming  Medicare  payments  for  as- 
sistants-at-surgery.  Consistent  with  the  philosophy  of  the  payment 
reform,  we  would  pay  the  same  amount  for  surgery  regardless  of 
whether  or  not  a  physician  used  an  assistant-at-surgery. 

Apart  from  exceptions,  we  would  reduce  the  Medicare  payment 
amount  for  the  primary  surgeon  by  the  amount  paid  to  the  assist- 
ant-at-surgery. HCFA-funded  research  reveals  wide,  geographic 
variation  in  the  use  of  physicians  as  assistants.  Our  policy  would 
make  Medicare  neutral  with  regard  to  the  combination  of  inputs 
that  the  primary  surgeon  chooses  to  use. 

We  are  proposing  limiting  increases  in  Medicare  payments  for 
physicians  who  are  in  their  first  through  fourth  years  of  practice. 
HMO's  already  utilize  this  policy,  paying  new  physicians  less  than 
more  experienced  physicians. 

To  highlight  the  inclination  to  prefer  an  experienced  physician, 
consider  the  following  question:  If  you  were  to  choose  between  two 
physicians  who  were  otherwise  equally  qualified,  would  you  choose 
the  physician  in  his  very  first  year  of  practice,  or  the  one  in  his 
fifth  year  of  practice? 

We  believe  that  most  individuals  would  choose  the  physician 
with  more  experience  and  our  proposal  reflects  this  preference. 

Effective  January  1,  1991,  we  will  allow  hospitals  to  sign  Medi- 
care participation  agreements.  The  agreements  would  pertain  to  all 
radiology  and  anesthesiology,  pathology,  consultations,  and  emer- 
gency services  provided  in  the  hospital.  Encouraging  hospital  medi- 
cal staffs  to  participate  in  Medicare  will  help  protect  beneficiaries 
from  balance  billing  in  these  situations  since  they  have  very  little 
opportunity  to  choose  the  physician  who  provides  these  services. 

These,  and  our  other  proposals,  do  save  money.  In  my  view,  how- 
ever, the  savings  derived  from  our  proposals  are  not  extreme  as 
some  critics  have  charged.  These  savings  would  merely  slow  the 
rate  of  growth  in  physician  expenditures  from  13.4  percent  to  8.3 
percent.  Under  our  plan,  Medicare  will  spend  almost  $2  billion 
more  for  physician  services  in  fiscal  year  1991  than  in  fiscal  year 
1990. 

Before  closing,  I  would  like  to  describe  the  challenges  HCFA 
faces  in  implementing  physician  payment  reform.  While  January  1, 
1992,  may  appear  far  off,  the  lion's  share  of  HCFA's  task  must  be 
completed  well  in  advance  of  that  date. 

A  model  fee  schedule  is  now  being  developed  and  will  be  released 
this  September.  This  task  is  made  much  more  complex  by  the  fact 
that  the  results  from  the  Harvard  study  will  not  be  delivered  to 
HCFA  until  late  in  1990,  which  is  much  later  than  we  expected 
when  the  reform  legislation  was  considered  last  year. 

Another  HCFA  milestone  is  the  publication  of  the  Notice  of  Pro- 
posed Rulemaking  in  the  spring  of  1991.  The  NPRM  will  detail 
HCFA's  plans  to  implement  physician  payment  reform.  To  publish 
this  NPRM,  we  must  develop  the  relative  value  units,  we  must  fill 
in  the  gaps  in  places  where  no  values  exist,  and  we  must  calculate 
the  budget  neutral  conversion  factor. 

In  the  fall  of  1991,  payment  rates  must  be  sent  to  the  Medicare 
carriers  who  will  then  calculate  the  transition  provisions  and  bal- 
ance billing  limits.  Payment  rates  and  other  information  must  also 
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be  sent  to  all  500,000  physicians  to  assist  them  in  making  their 
own  participation  decisions. 

Clearly,  accomplishing  the  tasks  before  us  will  require  our  best 
efforts.  Physician  payment  is  the  most  intricate  payment  system 
under  Medicare.  Each  year,  450  million  claims  are  processed  for  as 
many  as  7,000  codes.  We  are  committed  to  implementing  the  legis- 
lation on  time. 

The  administration's  fiscal  year  1991  budget  package  will  not  dis- 
rupt or  compromise  implementation  of  physician  payment  reform. 

On  the  contrary,  our  proposals  are  consistent  with  the  goals  of 
the  fee  schedule.  They  move  us  in  the  direction  that  the  fee  sched- 
ule will  eventually  take  us.  Our  proposals  form  a  solid  foundation 
on  which  we  can  base  the  Medicare  fee  schedule. 

As  we  implement  this  new  payment  system,  a  critical  factor  that 
must  help  direct  our  actions  is  the  need  to  forge  better  alliances 
with  physicians,  hospitals,  and  beneficiaries. 

HCFA  needs  to  better  understand  the  concerns  of  the  individuals 
with  whom  we  interact.  While  understanding  a  concern  and  agree- 
ing on  a  response  do  not  always  go  hand-in-hand,  HCFA  is  willing 
to  do  its  part  to  inform  and  to  listen. 

I  look  forward  to  working  with  Congress,  the  physician  communi- 
ty and  the  elderly  groups,  over  the  coming  years;  and  to  making 
not  only  physician  payment  reform,  but  all  aspects  of  our  health 
care  system,  more  responsive  to  the  people  it  serves. 

I  would  be  pleased  to  answer  any  questions  you  may  have. 

Thank  you. 

[The  statement  of  Ms.  Wilensky  follows:] 
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STATEMENT  OF  GAIL  R.  WILENSKY,  PH.D., 
HEALTH  CARE  FINANCING  ADMINISTRATION 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  discuss  the  Administration's  FY 
1991  budget  proposals  related  to  Medicare  physician  payments. 
The  proposals  I  will  describe  today  would  save  the  Medicare 
program  about  $1.0  billion  in  FY  1991.     To  underscore  the  need 
for  savings  in  Medicare  physician  payments,  let  me  begin  by 
providing  a  helpful  perspective  on  Medicare  physician  spending. 


PHYSICIAN  SPENDING  IN  PERSPECTIVE 

Through  Medicare  Part  B,  we  have  been  successful  in  purchasing 
access  to  physician  services  for  the  33  million  aged  and  disabled 
beneficiaries  who  depend  on  Medicare  to  help  pay  their  health 
care  bills.     At  the  same  time,  however,  Medicare  expenditures  for 
physicians'  services  will  total  about  $30  billion  in  FY  1990  and 
account  for  more  than  2  percent  of  the  Federal  budget. 

The  rate  of  growth  in  physician  spending  continues  to  be  one  of 
our  foremost  payment  policy  concerns.     Between  1984  and  1990, 
Medicare  physician  payments  increased  at  an  average  annual  rate 
of  12.0  percent  per  year.     And,  over  the  past  ten  years,  Medicare 
physician  expenditures  have  grown  at  rates  considerably  higher 
than  growth  in  the  gross  national  product  (GNP)   in  each  and  every 
year.     It  is  rather  sobering  to  consider  that  over  the  next  ten 
years,  even  without  any  program  expansions,  and  if  present  trends 
continue,  Medicare  spending  for  physicians'  services  will  likely 
triple. 

Medicare  expenditures  for  physicians'  services  are  the  second 
largest  component  (after  hospital  payments)  of  Medicare  spending, 
and  represent  the  third  largest  Federal  domestic  spending 
program.     Indeed,  I  would  like  to  point  out  that  the  $30  billion 
we  expect  to  spend  on  Medicare  physicians'  services  this  year  is 
considerably  more  than  what  will  be  spent  on  many  other 
government  programs.     Because  the  decision  to  spend  more  on 
physician  services  leaves  less  in  our  collective  coffers  to  spend 
on  other  worthy  social  programs,  we  have  a  particular 
responsibility  to  assure  that  our  Medicare  dollars  are  well- 
spent.    We  need  to  assure  that  we  are  getting  value  for  our 
Medicare  dollars,  and  we  believe  that  the  Administration's  budget 
proposals  work  toward  that  end. 

Allow  me  to  first  describe  several  of  the  Administration's  FY 
1991  budget  proposals  in  some  detail,  and  then  share  with  you  the 
steps  HCFA  is  taking  to  implement  Medicare  physician  payment 
reform. 

FY  1991  BUDGET  PROPOSALS 

Because  expenditures  for  physicians'  services  have  grown  at 
unacceptably  high  rates  over  the  past  decade,  we  are  proposing  a 
number  of  legislative  changes  designed  to  prevent  building  into 
the  new  payment  system  the  ineguities  of  the  current  system. 
Thus,  several  of  our  FY  1991  proposals  seek  savings  which  are 
consistent  with  the  goals  of  the  fee  schedule,  but  which 
eliminate  past  excesses.     And,  even  independent  of  fee  schedule 
implementation,  our  proposals  represent  solid  health  policy.  I 
am  eager  to  discuss  them  with  you. 

Update  for  Primary  Care  Services  Only:     We  propose  providing  the 
full  MEI  update  in  1991  only  for  primary  care  services.  In 
addition  to  helping  control  spending  for  physicians'  services, 
this  proposal  addresses  the  relative  price  of  primary  care 
services  versus  other  medical  services,  consistent  with  what  will 
occur  under  the  resource-based  fee  schedule.     This  proposal 
continues  the  thrust  of  the  OBRA  1987  and  OBRA  1989  precedents 
reguiring  a  higher  update  for  primary  care  than  for  non-primary 
care  services.    Under  the  Administration's  proposal,  the 
cumulative  difference  in  updates  between  primary  care  and  other 
services  for  the  years  1988-1991  would  total  13.1  percentage 
points. 
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Reduce  Payments  for  Overvalued  Procedures  and  for  Services 
Performed  in  Overvalued  Localities;     In  OBRA  1989,  Congress 
reduced  payments  for  245  overvalued  procedures  by  one-third  of 
the  amount  by  which  they  were  overvalued  compared  to  an  estimated 
resource-ba^ed  fee  schedule,  up  to  a  maximum  reduction  of  15 
percent.     For  1991,  we  are  proposing  to  reduce  payments  for 
overvalued  procedures  by  two-thirds  of  the  remaining  amounts  by 
which  they  are  overvalued,  up  to  a  maximum  reduction  of  25 
percent. 

There  is  widespread  agreement  that  significant  overvaluation 
remains  in  Medicare  payment  amounts:  the  Physician  Payment  Review 
Commission  and  the  Harvard  study  have  documented  such  evidence, 
and  Congress  has  recognized  it  by  enacting  the  OBRA  1989 
provision  reducing  Medicare  payments  for  overvalued  procedures. 
In  this  time  of  budget  deficits,  such  overvaluation  must  be 
removed  from  the  Medicare  payment  system. 

In  addition  to  reducing  Medicare  payments  for  overvalued 
procedures,  we  are  proposing  to  reduce  payments  for  certain 
procedures  in  localities  where  payments  are  overvalued  relative 
to  the  national  average.     The  comparison  is  made  after  applying  a 
geographic  practice  cost  index  (GPCI)  to  account  for  the 
differences  in  practice  costs  across  areas.     This  proposal  would 
help  reduce  the  extreme  variations  in  Medicare  payments  across 
geographic  areas,  and  is  very  compatible  with  the  phase-in  to  the 
fee  schedule. 

Reduce  Radiologist  and  Anesthesiologist  Fees:     While  OBRA  1989 
reduced  payments  for  radiologist  and  anesthesiologist  fees,  HCFA 
data  show  that  these  services  remain  overvalued  by  as  much  as  15 
percent.     Such  excesses  are  wasteful  expenditures,  and  should  not 
continue.     We  propose  reducing  the  national  average  radiologist 
and  anesthesiologist  conversion  factors  by  10  percent  and 
applying  a  geographic  practice  cost  index  (GPCI)   to  approximate 
what  would  occur  under  the  new  fee  schedule.     We  propose  reducing 
the  conversion  factor  in  a  locality  by  the  amount  that  it  exceeds 
the  estimated  resource-based  fee  schedule.     No  conversion  factor 
would  be  reduced  by  more  than  25  percent.     Thus,  while  these 
services  are  overvalued  by  about  15  percent,  we  propose  reducing 
payment  for  them  by  only  10  percent  for  1991. 

Reform  Payments  for  Assistants-at-Surgery :     In  FY  1991,  Medicare 
payments  for  assistants-at-surgery  will  total  about  $500  million. 
However,  evidence  raises  questions  about  the  appropriateness  of 
this  level  of  expenditure.     For  example,  a  HCFA- funded  study 
found  that  the  use  of  assistants-at-surgery  varies  considerably 
by  geographic  region:   in  the  Pacific  and  Mountain  regions, 
assistants  are  billed  for  in  33  and  31  percent  of  inpatient 
surgeries,  respectively.     In  contrast,  assistants  are  billed  for 
in  only  10  percent  of  inpatient  surgeries  in  the  East  South 
Central  region,  and  11  percent  in  the  East  North  Central  region. 
Such  wide  variation  in  practice  styles  should  not  be  subsidized 
by  the  Medicare  program.     And,   in  20  percent  of  surgeries 
involving  assistants,  the  assistant  is  a  physician  other  than  a 
surgeon. 

Further,  the  current  degree  of  variation  in  the  use  of 
assistants-at-surgery  results  in  inequitable  treatment  of  some 
hospitals  in  terms  of  Medicare  payments.     Medicare  makes  separate 
payments  only  for  physicians  and  physician  assistants  who  serve 
as  assistants-at-surgery.     If  a  hospital  employee  (such  as  a 
nurse,   for  example)   serves  as  an  assistant-at-surgery ,  however, 
payment  is  included  in  the  prospective  payment  to  the  hospital: 
no  additional  payment  is  made.     Thus,  hospitals  who  use  hospital 
employees  as  assistants-at-surgery  are  unfairly  disadvantaged. 
Our  proposal  would  not  discourage  the  use  of  assistants-at- 
surgery,  but  it  would  discourage  separate  payment  of  assistants. 
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To  begin  correcting  this  inequitable  state  of  affairs,  we  propose 
reforming  Medicare  payments  for  assistants-at-surgery  by  making 
the  same  payment  for  a  surgery,  regardless  of  whether  or  not  a 
physician  is  used  as  assistant-at-surgery .     To  accomplish  this, 
the  Medicare  payment  for  the  primary  surgeon  would  be  reduced  by 
an  amount  equal  to  the  Medicare  payment  for  the  assistant-at- 
surgery.     Exceptions  to  this  general  rule  would  be  allowed  to 
adequately  respond  to  difficult  surgeries  or  patient  conditions. 

Reduce  Global  Fees  for  Surgeons:     Surgical  global  fees  cover 
payments  for  the  surgery  itself,  as  well  as  in-hospital  and  post- 
discharge  visits  by  the  physician.     Prevailing  charges  for 
surgical  global  fees  were  set  based  on  past  charges,  including 
charges  made  prior  to  1981.     However,  between  1981  and  1987,  the 
average  length  of  stay  decreased  by  0.9  days  for  Medicare 
surgical  admissions.     In  addition,  the  average  length  of  stay  for 
many  procedures  commonly  performed  on  Medicare  beneficiaries  has 
dropped  considerably  over  this  period  (3.7  days  for  transurethral 
prostatectomies,   5.2  days  for  total  hip  replacements,  and  6.6 
days  for  total  knee  replacements) .     Further,  HCFA-funded  research 
found  no  offsetting  change  in  the  number  of  post-discharge  visits 
reported  by  surgeons  between  1982  and  1987.     Thus,  global  fees 
currently  are  overstated  because  they  implicitly  contain  amounts 
for  inpatient  visits  which  are  no  longer  being  provided. 

To  account  for  this  drop  in  inpatient  surgical  visits,  we  propose 
reducing  Medicare  global  fees  for  surgeons  by  either  2  percent 
across  the  board  or  a  procedure  specific  amount  for  the  highest 
volume  surgeries.     This  approach  would  represent  a  conservative 
approach  to  fee  reduction  because  the  reduction  would  be  based  on 
current  payments  for  visits;  since  the  resource-based  fee 
schedule  generally  will  increase  payments  for  visits,  a  reduction 
based  on  the  new  payment  system  would  cut  deeper. 

Limit  on  Anesthesia  Payments  to  a  Single  Fee:  Anesthesiologists 
can  either  personally  furnish  anesthesia  services  or  they  can 
medically  .direct  certified  registered  nurse  anesthetists  (CRNAs) . 
Prior  to  April  1988,  an  anesthesiologist  who  supervised  up  to  4 
CRNAs  was  paid  a  full  Medicare  fee,  regardless  of  whether  the 
physician  performed  the  service  personally  or  merely  supervised  a 
CRNA.     OBRA  1987  reduced  the  fees  paid  to  an  anesthesiologist  for 
supervision  of  a  CRNA  by  10  percent  for  supervision  of  one  CRNA, 
by  20  percent  for  supervision  of  two  CRNAs  and  40  percent  for 
supervision  of  three  or  four  CRNAs.     The  provision  expires  on 
December  31,   1990.     This  is  the  only  situation  covered  by 
Medicare  in  which  a  physician  can  be  paid  for  up  to  four  services 
simultaneously. 

To  address  this  inequity,  we  propose  making  the  same  payment  for 
anesthesia  care,  whether  performed  by  an  anesthesiologist  or  by  a 
CRNA  under  the  medical  direction  of  an  anesthesiologist.     If  a 
CRNA  is  used,  the  CRNA  payment  would  be  subtracted  from  the 
anesthesiologist's  supervision  fee.     Amounts  paid  to  CRNAs  would 
not  change.     By  paying  a  single  fee  for  anesthesia  services,  the 
excessive  payments  for  these  services  would  be  reduced,  and 
anesthesiologists  who  do  their  own  work,  rather  than  medically 
directing  others  doing  it,  would  be  treated  more  fairly. 

Phase-in  Medicare  Fee  Increases  for  New  Physicians:     OBRA  1987 
generally  limited  Medicare  payments  to  new  physicians  to  80 
percent  of  the'  amount  they  would  otherwise  receive;  OBRA  1989 
extended  the  policy  by  limiting  the  increases  of  second  year 
physicians  to  85  percent  of  the  Medicare  amount.     We  propose  to 
continue  and  expand  this  policy  by  limiting  Medicare  payments  to 
third  and  fourth  year  physicians  as  well,  both  under  the  current 
system  and  under  the  fee  schedule.     The  proposal  would  limit 
first  year  physicians  to  80  percent,  second  year  physicians  to  85 
percent,  third  year  physicians  to  90  percent,  and  fourth  year 
physicians  to  95  percent  of  the  Medicare  amount  they  would 
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otherwise  receive.     Further,  the  policy  would  be  extended  to  non- 
physician  practitioners  paid  on  a  fee-for-service  basis  by 
Medicare. 

There  is  compelling  and  intuitive  rationale  for  adopting  a 
payment  policy  which  takes  into  account  the  experience  of  the 
practitioner  in  determining  payment  amounts.     The  vast  majority 
of  American  workers  earn  more  as  they  gain  experience.  Indeed, 
many  health  maintenance  organizations  (HMOs)  have  already 
recognized  this  fact.     HCFA- funded  research  on  HMO  salaries 
revealed  that  HMOs  pay  less  experienced  physicians  less  than 
those  with  more  experience. 

To  highlight  the  inclination  to  prefer  an  experienced  physician, 
consider  the  following  question:   if  you  were  to  choose  between 
two  physicians  who  were  otherwise  equally  qualified,  would  you 
choose  the  physician  in  the  first  year  of  practice  or  the  one  in 
the  fifth  year  of  practice?    Most  people  would  choose  the 
physician  with  more  experience.     In  preparation  for  implementing 
a  fee  schedule  which  makes  payments  based  on  the  value  of  one 
service  relative  to  others,   it  is  time  to  recognize  the 
experience  factor  among  new  physicians  by  creating  a  payment 
adjustment  for  it. 

Voluntary  Hospital  Physician  Participation:     We  will  allow 
hospitals  to  voluntarily  sign  Medicare  participation  agreements 
on  behalf  of  their  hospital-based  physicians,  effective 
January  1,   1991.     While  the  5  percent  payment  differential  would 
not  apply  (unless  individual  physicians  sign  participation 
agreements) ,  the  marketplace  benefits  of  participating  would 
accrue  to  the  hospital.     We  will  carry  out  this  proposal  under 
current  statutory  authority,  but  I  would  like  to  discuss  it  with 
you  today. 

Physicians  may  sign  voluntary  agreements  with  Medicare  whereby 
they  agree  to  accept  the  Medicare  payment  amount  as  payment  in 
full.     In  return,  they  receive  a  5  percent  payment  differential, 
and  have  the  opportunity  to  increase  patient  load  by  advertising 
themselves  as  Medicare  participating  physicians.     However,  while 
physicians  have  the  opportunity  to  participate  in  Medicare  and 
use  this  fact  to  compete  in  the  market,  hospitals  do  not  have  the 
same  opportunity.     This  is  particularly  unfortunate  given  the 
intense  competition  among  hospitals. 

Also,  beneficiaries  often  do  not  have  a  choice  of  physicians  when 
the  services  of  a  hospital  based  physician  are  required 
(radiology,  anesthesiology,  pathology,  emergency  services  and 
consultations,   for  example) .     We  believe  that  encouraging 
hospital  medical  staffs  to  participate  in  Medicare  will  help 
protect  beneficiaries  from  balance  billing  when  they  have  less 
opportunity  to  choose  a  physician. 

Median  Cap  on  Technical  Component  of  Diagnostic  and  Radiology 
Tests :  Technical  components  of  diagnostic  tests  are  frequently 
billed  separately  from  professional  components  when  there  are 
large  capital  costs  for  equipment  used  in  the  tests  (for  example, 
electrocardiograms  and  stress  tests) .     Currently,  substantial 
geographic  variation  exists  in  Medicare  prevailing  charges  and 
conversion  factors  for  diagnostic  technical  components.  We 
propose  capping  Medicare  payment  for  technical  components  of 
diagnostic  tests  at  100  percent  of  the  national  median  prevailing 
charge,  and  100  percent  of  the  technical  component  of  the 
radiologist  fee  schedule  conversion  factor  for  radiology  tests. 
Leveling  out  payments  for  technical  components  across  geographic 
areas  has  worked  well  for  clinical  diagnostic  laboratory  tests, 
and  we  believe  that  such  an  approach  will  be  successful  for 
diagnostic  and  radiology  tests. 
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IMPLEMENTATION  OF  PHYSICIAN  PAYMENT  REFORM 

Before  describing  HCFA's  activities  surrounding  the 
implementation  of  Medicare  physician  payment  reform,  I  must  say 
at  least  a  few  words  about  the  complexity  of  the  task  before  us. 

Physician  payment  is  the  most  intricate  payment  system  under 
Medicare.     Implementation  of  the  new  payment  system  will  be  much 
more  complex  than  the  implementation  of  PPS  for  hospitals.     In  an 
effort  to  capture  the  operational  complexity  of  the  job,  let  me 
remind  you  that  there  are  500,000  physicians  in  the  United 
States,  compared  with  only  7,000  hospitals;  450  million  claims 
for  physicians'  services  are  submitted  each  year,  compared  with 
11  million  inpatient  hospital  claims;  and  finally,  7,000 
physician  payment  codes  are  available,  compared  with  475 
diagnosis  related  groups. 

A  host  of  operational  and  policy  issues  extend  beyond  these 
numbers,  the  foremost  being  the  deadlines  required  by  the  law. 
The  fee  schedule  must  be  implemented  by  January  1,   1992.  While 
this  date  may  appear  far  off,  the  lion's  share  of  HCFA's  tasks 
must  be  accomplished  well  in  advance  of  this  date. 

To  give  you  a  sense  of  how  our  activities  today  are  being  guided 
by  the  requirements  of  the  future,   let  me  explain  some  of  the 
tasks  we  must  accomplish  between  now  and  January  1,   1992.     To  be 
operational  on  the  initial  implementation  date,  HCFA  must  send 
payment  rates  to  the  53  Medicare  carriers  by  the  Fall  of  1991. 
The  carriers  will  then  calculate  transition  provisions  and 
balance  billing  limits.     Importantly,  the  carriers  must  send 
letters  to  all  physicians  explaining  the  new  changes,  and  provide 
payment  amounts  for  procedures  performed  by  each  physician. 
Since  this  information  will  aid  physicians  in  making 
participation  decisions  for  1992,   it  is  important  that  physicians 
have  it  early  enough  to  appropriately  act  on  it. 

The  carriers  must  train  personnel  regarding  new  coding  and 
payment  policies.     The  carriers  also  will  be  engaging  in  outreach 
efforts  to  the  medical  community  to  explain  the  new  payment 
system.     This  is  the  most  extensive  change  the  carriers  have 
faced  to  date,  and  we  plan  to  work  closely  with  them  to  ensure 
that  they  are  ready  to  face  the  challenge. 

Perhaps  the  most  significant  HCFA  milestone  will  occur  in  the 
Spring  of  1991  with  the  publication  of  a  Notice  of  Proposed  Rule 
Making  (NPRM) .     The  NPRM  will  detail  HCFA's  plans  for 
implementing  the  reform.     In  order  to  publish  this  NPRM,  much 
development  work  must  be  completed  by  early  1991.     Relative  value 
units  must  be  developed;  radiology  and  anesthesiology  must  be 
integrated  into  the  new  fee  schedule;  the  work,  practice  expense 
and  malpractice  expense  shares  must  be  calculated  for  each 
procedure;  and,  the  GPCIs  must  be  applied.     Importantly,  "gaps" 
must  be  filled  in  for  as  many  as  2,800  low-volume  procedure  codes 
for  which  the  Harvard  study,  for  various  reasons,  may  not  produce 
work  values.     These  tasks  are  constrained  by  the  fact  that  the 
results  from  the  Harvard  study  will  not  be  delivered  to  HCFA 
until  late  in  1990  —  which  is  much  later  than  we  expected  when 
the  reform  legislation  was  originally  considered. 

Another  important  task  in  developing  the  NPRM  is  calculating  the 
initial  fee  schedule  conversion  factor  in  a  budget  neutral 
fashion.     While  calculating  a  budget  neutral  conversion  factor 
may  appear  simple,   it  is  important  to  keep  in  mind  that  there  are 
7,000  codes  and  240  localities  being  affected  by  the  new  changes. 
Significant  coding  changes  will  occur.     There  are  new  rates,  and 
numerous  transition  provisions  to  consider.     Since  these  events 
are  all  occurring  simultaneously,  calculation  of  the  conversion 
factor  in  a  budget  neutral  fashion  is  truly  a  challenge  —  it  is 
rather  like  shooting  at  a  moving  target.     And,  even  a  small  error 
in  establishing  the  conversion  factor  can  have  an  enormous 
budgetary  impact.     We  look  forward  to  working  closely  with  the 
Committee  to  implement  faithfully  the  recently-enacted  physician 
reforms. 
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Finally,  one  critical  task  to  be  completed  this  year  is  the 
development  of  a  model  fee  schedule  by  September  1,   1990,  a  full 
16  months  prior  to  implementation  of  the  actual  fee  schedule,  and 
prior  to  receiving  Phase  II  results  from  Harvard.     Thus,  the 
model  fee  schedule  can  be  prepared  only  for  those  physicians' 
services  for  which  Phase  I  values  exist,  even  though  some  of 
these  Phase  I  values  may  change. 

I  have  presented  this  overview  of  implementation  issues  in  order 
to  keep  the  Congress,  the  physician  community,  and  others 
informed  of  our  challenges  and  progress  in  carrying  out  the 
requirements  of  the  law.     Clearly,  the  implementation  process  is 
extremely  complex.     However,   let  me  say  for  the  record  that  I 
regard  the  implementation  date  as  etched  in  stone. 
Implementation  on  January  1,   1992  will  require  our  best  thinking, 
but  we  can  —  and  we  will  —  meet  the  challenge. 


PHYSICIAN  AND  BENEFICIARY  OUTREACH 

A  critical  factor  that  must  help  direct  our  actions  as  we 
implement  this  major  new  program  reform  is  the  need  to  forge 
better  alliances  with  providers  and  beneficiaries.     As  HCFA 
Administrator,   improvement  in  this  area  is  among  my  highest 
priorities.     Medicare  needs  to  be  more  understandable  and 
predictable.     We  need  to  better  understand  the  concerns  of  the 
individuals  with  whom  we  interact.     While  understanding  a  concern 
and  agreeing  on  a  response  do  not  always  go  hand  in  hand,  HCFA  is 
willing  to  do  its  part  to  inform,  and  to  listen.     Within  HCFA,  I 
have  directed  a  comprehensive  review  of  how  we  go  about 
disseminating  information  about  Medicare  to  beneficiaries, 
providers,  and  others.     It  is  important  that  we  learn  more  about 
what  means  of  communication  are  the  most  effective,  and  pursue 
the  best  methods  for  reaching  out  to  different  audiences. 
Let  me  mention  a  few  of  the  beneficiary  and  provider  education 
activities  we  are  pursuing  related  to  physician  payment  reform. 

As  we  continue  to  move  toward  implementation  of  the  fee  schedule, 
we  must  not  forget  the  individuals  we  all  serve:  beneficiaries. 
The  physician  payment  reform  package  includes  many  provisions 
which  affect  beneficiaries,  most  notably  limits  on  balance 
billing  and  physician  submission  of  Medicare  claims.     The  1990 
Medicare  Handbook,  which  will  be  mailed  to  all  Medicare 
beneficiaries  in  May,   includes  information  concerning  the  new 
requirement  that  physicians  submit  Medicare  claims  for 
beneficiaries.     We  are  coordinating  efforts  with  the  American 
Association  of  Retired  Persons  to  inform  beneficiaries  about  the 
payment  and  billing  changes  occurring  over  the  next  several 
years.     In  addition,  HCFA  is  in  routine  touch  with  70  national 
senior  citizens'  organizations,  all  of  whom  we  are  counting  on  to 
assist  beneficiaries  during  the  transition  period  and  beyond. 

I  am  committed  to  helping  beneficiaries,  especially,  understand 
the  Medicare  program.     It  is  critical  that  we  improve  the 
quality,   "readability",  and  consistency  of  information  we  provide 
to  beneficiaries.     I,  personally,  look  forward  to  reaching  out  to 
beneficiaries  and  to  the  organizations  which  represent  them,  and 
I  have  provided  clear  direction  to  HCFA  staff  to  do  the  same. 

Physicians  also  must  be  informed  of  the  significant  changes  about 
to  occur  in  Medicare  payments.     As  required  by  statute,  we  will 
consult  with  physician  groups,  the  Physician  Payment  Review 
Commission,  and  others  as  we  make  certain  policy  decisions. 
Currently,  we  are  working  in  concert  with  the  American  Medical 
Association  to  educate  individual  physicians  about  reforms.  We 
plan  to  continue  working  with  the  AMA,  medical  societies  and  all 
physician  groups  to  provide  physicians  with  the  information  they 
need  to  make  sense  of  Medicare  payments  throughout  the  transition 
to  the  fee  schedule  and  beyond. 

I  look  forward  to  working  with  Congress,  the  physician  community 
and  beneficiary  groups  over  the  coming  years,  and  to  making  not 
only  physician  payment  reform,  but  all  aspects  of  our  health  care 
system  more  responsive  to  the  people  it  serves. 

I  would  be  pleased  to  answer  any  questions  you  may  have. 
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Chairman  Stark.  Thank  you,  Gail. 

I  have  some  questions  although  it  is  not  my  intention  to  get  you 
to  agree  with  a  policy,  but  what  we  do  in  reconciliation  seems  to 
me  to  have  more  or  less  of  an  impact  based  on  the  aggregate 
amount  that  we  save  in  our  reconciliation  from  the  baseline. 

I  would  suggest  to  you,  that  in  the  Chair's  opinion,  we  are  going 
to  be  in  the  $2  billion  range  in  budget  reductions,  give  or  take  a 
couple  of  hundred  million,  rather  than  the  $5  billion  range  suggest- 
ed by  the  administration. 

If  I  had  some  of  my  friends  from  across  the  aisle  here,  I  think 
they  would  assure  you  that  there  is  probably  a  bipartisan  feeling 
on  the  part  of  not  only  the  subcommittee,  regarding  the  budget  res- 
olutions that  will  come  out  of  the  Budget  Committee. 

I  do  not  say  that  to  be  contentious  but  to  ask  these  questions  in 
the  light  of  a  $2  billion  reduction  rather  than  a  $5  billion,  because 
I  think  there  would  be  some  differences. 

So,  I  am  just  asking  you  hypothetically  but  with  the  idea  that  we 
are  anticipating  that  $2  billion  is  the  range  that  we  will  be  in.  How 
we  get  there  has  to  do  with  defense  budgets,  and  income  tax,  and 
capital  gains  tax  and  things  that  are  not  arguably  before  the  sub- 
committee at  this  point. 

So  that  leads  me  to  my  first  question.  Given  that,  if  you  were  on 
a  hypothetical  foreign  planet,  where  one  would  only  cut  a  couple  of 
billion  out  of  Medicare;  I  would  ask  you  the  same  question  I  would 
ask  Phil.  Do  you  think  that  we  should  allocate  more  of  the  cuts  to 
the  part  B  side  given  the  relative  increases  of  last  year  between 
part  A  and  part  B? 

Ms.  Wilensky.  Well,  it  is  a  hard  question  to  answer  and  it  is  es- 
pecially a  hard  one  to  answer  without  doing  a  lot  more  careful 
thinking  about  it. 

It  seems  to  me  that  we  have  been  saying  for  at  least  the  last  5 
years,  how  concerned  we  are  with  part  B  expenditure  growth  and, 
in  particular,  how  concerned  we  have  been  with  the  physician  com- 
ponent of  that  expenditure  growth. 

And,  on  that  basis  at  least,  I  would  say,  looking  at  these  propos- 
als as  they  are,  that  it  does  not  seem  to  me  to  be  excessive  amounts 
of  cuts. 

One  of  the  aspects  that  has  appealed  to  us  with  regard  to  the 
way  the  package  is  put  together  is  that  it  better  reflects  part  A  and 
part  B  spending,  in  terms  of  the  cuts,  which  as  you  know  has  not 
been  true  in  the  past. 

But  in  looking  at  the  cuts  that  we  are  proposing,  19  percent,  $1 
billion  of  the  package,  is  not  unreasonable,  particularly  when  you 
view  them  in  terms  of  their  three  components:  the  MEI  only  for 
primary  care  physicians;  the  reductions  in  overpriced  procedures 
and  localities;  and  the  other  of  proposals  that,  as  I  indicated,  we 
believe  make  just  good  health  care  policy.  We  are  not  denying  that 
they  reduce  expenditure  growth,  but  we  really  believe  that  they 
can  be  well  argued  purely  on  the  basis  of  the  health  policy  that 
they  imply. 

So  I  feel  very  comfortable  with  this  set  of  proposals. 
Chairman  Stark.  I  guess  what  I  am  saying  is  if  we  were  not 
going  to  cut  $5  billion  but  only  $4  billion,  would  you  suggest  to  us 
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that  we  take  the  whole  billion,  and  raise  more  out  of  part  B,  or  are 
you  indifferent? 

Do  you  think  that  we  should  keep  the  proportions  that  you  have? 
Where  should  we  start  to  make  the  cuts,  in  part  B  or  part  A? 

Ms.  Wilensky.  I  do  not  know  that  I  am  ready  to  comment  on 
that  now. 

Chairman  Stark.  OK. 

Ms.  Wilensky.  I  do  think  that  these  proposals  are  very  defensi- 
ble as  they  are  now. 

Chairman  Stark.  You  would  not  say  because  the  hospital  serv- 
ices had  a  much  lower  real  cost  increase,  four-tenths  of  1  percent, 
as  opposed  to  the  physician  services  going  up  8.2  percent.  Should 
we  tilt  the  cuts,  if  we  have  to  prioritize,  toward  the  physician  side? 

Ms.  Wilensky.  I  think  that  is  certainly  a  fair  issue  to  raise.  It 
has  been  one  that  those  of  us  who  talk  about  health  policy  have 
raised  in  public  frequently. 

Chairman  Stark.  The  administration's  proposal  for  the  technical 
components  of  diagnostic  and  radiology  services  are,  I  presume, 
based  on  current  charging  patterns. 

And  the  question  is,  are  the  prices  of  these  services  just  too  high 
or  are  they  mixed? 

Ms.  Wilensky.  Well,  we  think  there  are  several  problems  with 
them.  We  think  that  overall  they  are  too  high,  but  there  is  a  varia- 
tion problem.  And  we  also  think  that  some  parts  of  the  variation 
are  more  understandable  than  other  parts.  For  example,  the  tech- 
nical part  we  think  is  less  justifiable  in  terms  of  the  geographic 
variations  because  it  is  mostly  capital,  and  capital  is  not  by  

Chairman  Stark.  The  technical  part  is  just  basically  the  profes- 
sional service  part? 

Ms.  Wilensky.  No,  it  is  the  nonprofessional  part. 

Chairman  Stark.  It  is  the  nonprofessional  service  part. 

Ms.  Wilensky.  It  is  the  other  part. 

Chairman  Stark.  OK. 

And  so  what  you  are  saying  is  that  a  piece  of  film  

Ms.  Wilensky.  Right,  it  is  the  capital  part.  It  is  what  is  not  the 
professional  part. 
Chairman  Stark.  OK. 

And  what  you  are  suggesting  is  that  there  is  not  much  reason  for 
regional  variation  there? 
Ms.  Wilensky.  Right,  I  do  not. 

Chairman  Stark.  A  filter  ought  to  cost  the  same  in  Ypsilanti  as 
it  does  in  San  Francisco? 

Ms.  Wilensky.  Well,  typically  when  you  are  buying  supplies  and 
capital  equipment,  you  are  buying  them  in  national  markets, 
unlike  the  professional  component  which,  in  fact,  does  reflect  geo- 
graphic differences. 

Chairman  Stark.  But  if  you  take  the  aggregate  services,  if  you 
applied  something  like  the  relative  value  scale,  would  that  not  be  a 
better  way  to  make  the  adjustment? 

Ms.  Wilensky.  Well,  there  are  a  couple  of  things.  One  is  that  we 
believe  that  the  overall  payment  level  has  been  too  high  and  that 
what  we  have  proposed  for  the  laboratory  payments,  in  terms  of 
working  relative  to  the  median,  is  a  reasonable  way  to  set  a  price. 
We  think  there  is  also  this  difference  in  terms  of  the  fact  that  part 
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of  the  component  relates  to  a  national  market  and  part  of  the  com- 
ponent relates  to  a  local  market. 

So  we  think  that  just  makes  it  a  somewhat  different  item. 

Chairman  Stark.  And  you  are  going  to  have  volume  perform- 
ance standards  for  1991? 

Ms.  Wilensky.  Yes,  sir. 

Chairman  Stark.  When? 

Ms.  Wilensky.  April  15,  as  promised. 

Chairman  Stark.  OK. 

And  can  you  tell  me  how  you  have  worked  in  consultation  with 
the  various  groups  of  physicians? 

It  is  my  opinion  that  this  stuff  is  not  going  to  work  unless  they 
are  involved. 

Ms.  Wilensky.  Right. 

Chairman  Stark.  And  have  you  been  involving  them? 
Ms.  Wilensky.  Yes. 

We  have  had  several  meetings  with  the  AMA  as  a  single  organi- 
zation. We  have  had  additional  meetings  with  15  or  18  of  the  spe- 
cialty groups  that  I  am  aware  of.  We  have  reached  out  both  as  a 
part  of  statute  but  also  as  a  part  of  common  sense — to  the  physi- 
cian communities  to  try  to  make  sure  that  they  have  had  a  chance 
to  provide  some  input,  and  also  to  answer  some  questions  that  we 
have  had. 

And  that  is  proceeding  on  time. 

Chairman  Stark.  Let  us  go  to  graduate  medical  education. 

As  I  understand  it  the  payments  for  direct  medical  education  can 
vary  from  $20,000  to  $100,000  per  resident  per  year. 

Is  there  any  logical  reason  that  you  can  think  of  that  accounts 
for  these  variations? 

Ms.  Wilensky.  We  do  not  think  there  is  any  good  reason  that  ac- 
counts for  these  variations.  We  think  that  it  has  been,  in  large 
part,  due  to  base  rates  that  have  been  built  up  over  historical  peri- 
ods. There  does  not  appear  to  be  any  obvious  rationale  that  exists, 
in  terms  of  variations  by  hospital  size,  or  by  the  size  of  the  teach- 
ing programs  or  by  geographic  locations. 

It  is  hard  to  know  exactly  how  some  of  these  differentials  have 
been  built  into  the  base,  but  we  do  not  believe  that  they  ought  to 
be  continued.  We  think  that  they  have  occurred  because  of  historic 
artifact,  and  we  would  like  to  change  how  they  exist. 

But  your  estimates  of  the  variations  are  very  accurate. 

Chairman  Stark.  Is  there  any  program  or  any  group  now,  within 
Health  and  Human  Services  that  you  are  aware  of  that  is  looking 
at  the  overall  question  of  graduate  medical  education  and  how  we 
subsidize  it  or  how  we  pay  for  it? 

Ms.  Wilensky.  Informally,  as  a  result  of  my  last  hearing,  I  have 
asked  some  people  within  the  Health  Care  Financing  Administra- 
tion to  look  at  that. 

It  has  traditionally  been  one  of  the  areas  that  is  covered  in  the 
Public  Health  Service,  and  I  do  not  know  exactly  what  they  are 
doing  as  of  the  moment.  But  I  have  some  interest.  I  think  the  issue 
that  you  had  raised  last  time  I  testified,  about  whether  or  not 
having  graduate  medical  education  be  financed  through  a  service 
program  is  the  best  way  to  go,  is  a  good  question  and  one  that 
ought  to  be  explored. 
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Chairman  Stark.  It  ought  to  be  a  Darmanian  dream.  Just  think 
of  all  of  the  user  fees  that  you  could  extract  and  the  budget  sav- 
ings. 

But  actually  I  suppose  you  could  even  do  something  on  a  budget 
neutral  basis. 
Ms.  Wilensky.  Right. 

Chairman  Stark.  And  all  I  am  confused  by  is  that  there  is  no 
rhyme  or  reason  to  the  way  that  we  do  it  now.  I  think  the  differ- 
ence in  those  costs  per  resident,  which  I  suspect  are  a  historic  or 
accounting  practice,  more  than  anything  else,  leave  me  to  suspect 
that  we  could  do  some  creative  legislating  and  perhaps  sell  the  pie. 

And  speaking  of  creative  legislating,  I  would  like  to  talk  for  just 
a  moment  about  creative  administering. 

You  are  aware  of  a  letter  sent  to  Dr.  Sullivan  signed  by  no  less 
partisan  a  group  than  Bentsen,  Rostenkowski,  Rockefeller,  myself, 
Packwood,  Durenberger,  Archer,  and  Gradison,  with  a  copy  to  the 
Honorable  Richard  Darman. 

I  hope  and  I  guess  that  it  is  clear  to  you  that  the  proposed  at- 
tempt to  take  the  disproportionate  share  adjustment  from  the 
other  hospitals  was  not,  at  least  to  that  group,  what  we  had  in 
mind. 

Is  that  your  understanding? 

Ms.  Wilensky.  I  understand  that  it  is  not  what  you  had  in  mind. 
We  have  been  struggling,  and  are  struggling  as  we  speak,  to  try  to 
get  a  clear  or  a  clearer  reading  on  what  the  statute  is  requiring. 

It  is  something  that  we  are  aware  of,  not  only  because  of  the 
letter,  but  in  fact  have  been  aware  of  in  the  past  couple  of  days. 
And  we  are  in  the  position  now  of  trying  to  get  further  clarification 
from  our  own  general  counsel  as  to  what  it  is  that  statute  requires. 

There  is  some  question,  and  I  believe  at  least  there  has  been 
some  difference  of  opinion  about  whether  it  is  an  issue  about  which 
there  is  substantial  ambiguity  and  is,  therefore,  a  policy  call.  Or,  is 
it  a  situation  in  which  a  reasonable  reading  of  statute  leads  you  to 
a  particular  direction,  irrespective  of  whether  that  was  congres- 
sional intent.  And  we  are  trying  to  get  a  more  detailed  reading  on 
the  legal  issues. 

Chairman  Stark.  On  a  practical  standard,  from  a  practical  view- 
point, I  understand  that  there  may  have  been  some  ambiguities, 
you  might  just  say,  that  could  cause  some  problems  in  making  a 
policy  decision,  and  I  would  presume  that  you  would  favor  the 
policy  that  the  eight  signers  of  the  letter  would  favor. 

Ms.  Wilensky.  Well,  I  think  the  congressional  intent  was  pretty 
clear.  Up  to  now,  actually  my  understanding  was  less  ambiguous 
than  I  have  heard  being  expressed  in  the  last  day  or  so.  And  I 
think  that  makes  a  very  big  difference  as  to  whether  or  not  it  is 
basically  an  equal  reading,  however  you  wish  to  do,  or  whether  it 
is  

Chairman  Stark.  We  would  look  at  this,  if  it  were  interpreted 
otherwise,  as  poor  drafting  on  our  part.  And  that  could  be  fixed 
one  of  two  ways. 

The  only  other  time  that  I  am  aware  of  legislation  proceeding 
more  rapidly  was  when  we  had  to  prevent  the  blackout  of  the 
Super  Bowl  so  it  could  be  viewed  in  the  White  House  by  then  Presi- 
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dent  Nixon.  I  think  that  legislation  took  24  hours  from  introduc- 
tion to  signature. 

But  it  cost  the  taxpayers  a  lot  of  money.  And  we  had  to  get 
people  together  to  vote  and  all  that. 

I  would  hope  and  urge,  if  I  could,  that  you  could  find  it  in  your 
policy  heart  to  resolve  this  and  save  all  of  us  the  agony  of  relegis- 
lating,  to  correct  our  own  mistakes. 

We  are  asking  you  to  help  us  if  you  could,  and  save  us  all  this 
embarrassment  because  Congressmen  hate  to  admit  when  they  are 
wrong. 

So,  any  kindness  you  could  show  us  would  be  appreciated. 
Mr.  Gradison. 

Mr.  Gradison.  No  questions,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Gail,  I  do  not  believe  that  you  were  in  the  committee  room  when 
I  was  questioning  Dr.  Lee  in  regard  to  the  volume  performance 
standards.  One  of  the  difficulties  with  the  national  standard  is  that 
it  is  far  removed  from  the  physicians.  Dr.  Lee's  report  raises  the 
issue  of  subnational  standards. 

Obviously  we  cannot  move  in  that  direction,  or  even  consider 
that  direction  until  we  have  had  some  experience  with  the  national 
figures. 

Perhaps  we  should  be  looking  at  a  waiver  if  a  State  was  willing 
to  take  a  look  at  establishing  a  system  for  physician  cost  contain- 
ment. They  might  implement  some  type  of  an  all-payer  system  for 
physician  payment. 

I  wonder  whether  there  is  interest  in  HCFA  to  give  us  a  pilot 
program  in  this  area  to  take  a  look  at  a  State  effort  to  try  to  con- 
trol physician  costs  through  an  all-payer  type  system. 

As  you  know,  Maryland  has  it  for  hospital  care. 

Ms.  Wilensky.  I  would  be  glad  to  have  people  come  in  and  talk 
with  us  about  it.  As  a  general  rule,  I  have  taken  the  position  that 
States  that  are  attempting  to  use  creative  ways  to  attack  a  health 
problem,  either  through  Medicaid,  which  is  when  I  usually  raise 
this,  or  some  other  way,  I  would  be  glad  to  have  HCFA  sit  down 
and  talk  with  them  about  whether  or  not  we  think  this  is  consist- 
ent with  our  goals. 

Our  main  concern,  and  our  main  problem  with  regard  to  subna- 
tional performance  standards  of  any  kind  has  been  the  one  that 
you  indicated.  That  is,  we  think  physician  payment  reform  is 
pretty  overwhelming  an  activity  to  implement  as  it  is  currently 
crafted.  And  we  think,  for  everybody's  sake,  we  ought  to  try  it 
before  we  start  modifying  it. 

But  we  also  have  some  major  data  problems  at  the  moment  with 
regard  to  setting  up  the  information  systems  that  would  allow  us  to 
monitor  volume  performance  changes,  either  for  other  groups  or  at 
a  subnational  level. 

I  certainly  agree  with  you  that,  in  terms  of  incentives  to  change 
behavior,  there  are  concerns  about  how  well  you  can  do  that  when 
you  have  a  single  national  standard. 

So  we  would  be  glad  to  sit  down  and  talk  to  you  about  it. 

Mr.  Cardin.  I  do  not  know  if  there  is  interest  in  the  State  or  not, 
but  it  would  be  worth  exploring.  I  thank  you. 
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Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Coyne. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman. 

Doctor,  I  do  not  know  if  you  addressed  this  question  or  not  in 
your  testimony.  I  am  sorry  I  missed  your  presentation.  It  has  to  do 
with  indirect  medical  education  adjustment  for  interns  and  resi- 
dents being  

Ms.  Wilensky.  There  was  a  question  but  not — go  ahead. 

Mr.  Coyne  [continuing].  Being  cut  from  7.7  to  4  percent. 

Ms.  Wilensky.  Right. 

Mr.  Coyne.  I  just  was  wondering  why  the  administration  made 
that  recommendation? 

Ms.  Wilensky.  The  justification  of  the  cut  is  that  it  is  a  closer 
representation  of  the  costs  that  we  feel  are  actually  incurred.  And, 
in  fact,  it  is  higher  than  the  costs  that  we  believe  are  actually  in- 
curred. Our  estimates  have  been,  including  estimates  provided  by 
ProPAC,  that  the  actual  costs,  I  believe,  are  closer  to  3  percent, 
and  not  4  percent.  The  concern  has  been  that  a  reduction  as  great 
as  is  actually  justified  by  the  costs  incurred  would  have  too  disrup- 
tive an  effect  on  the  programs,  so  the  proposal  is  to  take  a  piece  of 
the  reduction,  but  not  all  of  it. 

Mr.  Coyne.  Was  there  a  feeling  that  the  adjustment  that  is  pro- 
posed is  going  to  have  a  direct  and  drastic  effect? 

Ms.  Wilensky.  Well,  I  guess  the  question  is  effect,  yes;  drastic, 
no. 

Mr.  Coyne.  Thank  you. 

Chairman  Stark.  Gail,  thank  you  very  much.  We  appreciate 
your  testimony. 

Oh,  I  am  sorry.  Mr.  Moody,  did  you  have  some  questions  for  Dr. 
Wilensky? 
Mr.  Moody.  No.  [Laughter.] 

Chairman  Stark.  Our  next  witnesses  will  comprise  a  panel  of 
physician  representatives.  These  are  physicians  who  have  worked 
closely  with  the  subcommittee  in  prior  years,  and  worked  with  us 
through  the  agony  of  formulating  the  physician  payment  reform. 

I  am  hoping  that  you  all  will  continue  to  provide  constructive 
suggestions  for  the  structure  of  the  physician  reimbursement  pro- 
gram, and  also  as  to  how  we  can  meet  this  year's  reconciliation 
target,  which  is  kind  of  a  one  shoe  off  and  one  shoe  on  hybrid  as 
we  make  the  transition. 

My  own  feeling  is  that  the  transition  will  be  the  toughest  part  of 
the  whole  program  as  people  try  to  figure  out  where  they  are  going 
to  end  up,  and  uncertainty  is  something  that  concerns  everybody. 

We  are  pleased  to  welcome  Dr.  Gerald  Austen,  the  chairman  of 
the  board  of  regents  of  the  American  College  of  Surgeons;  Dr. 
Edwin  Maynard,  president  of  the  American  College  of  Physicians, 
and  Dr.  Kenneth  Whittington,  the  president  of  the  American  Acad- 
emy of  Family  Physicians. 

Gentlemen,  welcome.  We  are  happy  to  have  you  here.  You  have 
all  presented  prepared  statements,  and  they  will  appear  in  the 
record  in  their  entirety.  If  you  would  care  to  summarize  them  and 
add  any  other  information  or  inform  the  committee  in  any  way  you 
are  comfortable,  please  proceed. 

Gerry,  you  are  first  on  the  list  so  we  will  let  you  lead  off. 
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STATEMENT  OF  W.  GERALD  AUSTEN,  M.D.,  F.A.C.S.,  CHAIRMAN, 
BOARD  OF  REGENTS,  AMERICAN  COLLEGE  OF  SURGEONS 

Dr.  Austen.  Thank  you. 

Mr.  Chairman  and  members  of  the  subcommittee,  the  American 
College  of  Surgeons  appreciates  this  opportunity  to  present  our 
views  on  the  President's  proposed  fiscal  year  1991  Medicare  budget. 

We  believe  that  changes  in  the  design  of  a  program  as  complex 
and  important  as  Medicare  should  proceed  in  the  most  orderly 
manner  possible.  Disruptions  should  be  kept  to  a  minimum,  and 
proposed  changes  should  be  judged  on  their  long-term  implications 
for  patient  access  to  high  quality  surgical  and  medical  services. 

In  our  judgment,  the  administration's  1991  budget  proposal 
meets  none  of  these  criteria  and  should  be  rejected. 

The  college  recommends  that  Federal  policymakers  give  the  new 
Medicare  payment  reform  plan  a  chance  to  take  effect  before 
adopting  additional  policy  changes  that  could  interfere  with  its  im- 
plementation. 

The  college  opposes  the  administration's  proposal  to  provide  an 
MEI  update  only  for  primary  care  services.  We  agree  with  Secre- 
tary Sullivan  and  the  Congress  that  an  RBRVS  schedule  should  be 
implemented  on  a  phase-in  basis  and  only  after  further  research 
has  been  completed  to  determine  exactly  what  the  relative  values 
are. 

We  would  also  like  to  point  out  that  preliminary  estimates  using 
the  RBRVS  suggest  that  some  nonprimary  care  services  are  actual- 
ly undervalued.  Thus,  until  the  new  payment  plan  is  implemented 
we  believe  that  all  physician  services  should  be  subjected  to  the 
same  update  rules. 

We  are  especially  disappointed  with  the  administration's  plan  to 
again  single  out  certain  procedures  for  payment  reductions  on  the 
grounds  that  they  are  overvalued  when  compared  with  an  RBRVS 
fee  schedule  that  has  not  even  been  established  yet. 

We  believe  that  current  studies  should  be  completed  and  thor- 
oughly evaluated  before  further  arbitrary  and  selected  payment  ad- 
justments are  made  solely  for  short-term  budgetary  goals. 

The  college  also  urges  the  committee  to  reject  the  administra- 
tion's proposal  related  to  the  use  of  and  payment  for  assistants  at 
surgery.  This  proposal  reflects  a  lack  of  understanding  of  why  an 
assistant  at  surgery  may  be  needed  during  an  operation,  and  ig- 
nores the  fact  that  the  use  of  an  assistant  at  surgery  involves  the 
application  of  skills  and  knowledge  that  must  be  fairly  valued  and 
reimbursed  by  the  Medicare  program. 

On  the  basis  of  criteria  developed  by  the  American  College  of 
Surgeons,  it  may  be  possible  to  identify  those  procedures  that 
almost  always  requires  the  use  of  an  assistant  at  surgery,  and 
those  for  which  an  assistant  is  almost  never  required. 

However,  it  should  be  emphasized  that  for  other  procedures,  pro- 
fessional judgments  are  necessary  to  determine  whether  an  assist- 
ant should  be  used  in  a  specific  case.  The  College  believes  that  the 
responsibility  for  determining  the  need  for  an  assistant  at  surgery 
rests  squarely  with  the  principal  surgeon. 

In  our  view,  the  proposal  to  reduce  global  surgical  fees  to  reflect 
recent  decreases  in  the  average  inpatient  length  of  stay  among 
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Medicare  patients  makes  no  sense  whatsoever.  There  is  no  evidence 
that  the  time  and  effort  involved  in  caring  for  a  surgical  patient 
are  linked  to  the  length  of  stay.  These  patients  must  be  followed 
after  the  surgery,  and  postoperative  visits  are  provided  as  part  of 
the  global  fee  on  an  outpatient  rather  than  an  inpatient  basis. 

In  fact,  earlier  hospital  discharge  may  actually  increase  the 
amount  of  physician  effort  and  cost  required  to  treat  the  patient 
during  the  recovery  period. 

In  summary,  it  is  the  college's  judgment  that  the  administra- 
tion's 1991  budget  package  totally  disregards  steps  that  have  been 
taken  to  bring  about  an  orderly  revision  in  physician  payment  poli- 
cies. 

If  program  savings  must  be  achieved,  we  recommend  that  Con- 
gress enact  across-the-board  fee  reductions  that  are  applicable  to 
all  physician  services.  Even  the  across-the-board  reductions  that 
would  apply  to  Medicare  under  a  budget  sequestration  order  would 
be  preferable  to  actions  that  would  disrupt  the  phase-in  program 
changes  scheduled  to  begin  in  1992. 

Thank  you. 

[The  statement  of  Dr.  Austen  follows:] 
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STATEMENT 
of  the 

AMERICAN  COLLEGE  OF  SURGEONS 
to  the 
Subcommittee  on  Health 
Committee  on  Ways  and  Means 
United  States  House  of  Representatives 
Presented  by 
W.  Gerald  Austen,  MD,  FACS 
RE:     FY  1991  Budget  Issues  Relating  to 
Physician  Payments  Under  Part  B  of  the  Medicare  Program 
March  29,  1990 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  W.  Gerald 
Austen,  MD,  FACS,  Chairman  of  the  Board  of  Regents  of  the  American 
College  of  Surgeons  (ACS)  and  Chairman  of  its  Physician  Reimburse- 
ment Committee.  The  College  appreciates  this  opportunity  to 
present  its  views  on  the  President's  proposed  fiscal  year  1991 
Medicare  budget. 

As  you  know,  Mr.  Chairman,  the  American  College  of  Surgeons 
was  an  active  participant  in  and  supporter  of  this  committee's 
work  last  year  as  it  developed  the  physician  payment  reform  legis- 
lation that  was  approved  by  Congress  last  fall.  We  were  par- 
ticularly pleased  to  work  with  you  and  your  staff  to  develop  the 
Medicare  Volume  Performance  Standard  (MVPS)  rate  of  increase  con- 
cept, and  the  establishment  of  a  separate  standard  for  surgical 
services.  The  College  was,  and  still  is,  very  much  committed  to 
working  with  you  and  other  policymakers  to  develop  reasonable 
approaches  to  public  policy  problems  relating  to  federal  programs 
like  Medicare.  We  are  also  committed  to  working  with  the 
Secretary  of  Health  and  Human  Services  and  his  staff  to  implement 
the  new  MVPS  program  and  other  elements  of  the  payment  plan. 

However,  Mr.  Chairman,  when  we  looked  at  the  Administration's 
budget  a  few  weeks  ago,  we  began  to  wonder  how  interested  the 
President's  advisers  really  are  in  working  with  physician  or- 
ganizations to  implement  the  new  Medicare  program  changes  in  an 
orderly  and  reasonable  manner.  It  appears  to  us  that  no  one  in 
the  Administration  seems  to  be  aware  of  the  fact  that  less  than 
two  months  before  this  budget  was  submitted,  Congress  approved, 
and  the  Administration  supported,  major  revisions  in  Medicare's 
approach  to  physician  payment. 

We  believe  that  changes  in  the  design  of  a  program  as  complex 
and  as  important  as  Medicare  should  proceed  in  the  most  orderly 
manner  possible.  Disruptions  should  be  kept  to  a  minimum,  and 
changes  in  Medicare  policy  should  be  judged  on  their  long-term  im- 
plications for  patient  access  to  high-quality  surgical  and  medical 
services.  In  our  judgment,  the  Administration's  1991  budget 
proposal  meets  none  of  these  criteria  and  should  be  rejected.  We 
recommend  that  federal  policymakers  give  the  new  Medicare  payment 
reform  plan  a  chance  to  take  effect  before  adopting  additional 
policy  changes  that  could  interfere  with  its  implementation. 

Medicare  Economic  Index  (MED  Update  for  Physicians'  Services 

Consider,  for  example,  the  recommendation  in  the  President's 
budget  that  an  MEI  update  should  be  provided  only  for  primary  care 
services.  According  to  the  Administration,  this  recommendation 
would  improve  equity  in  relative  payment  levels  for  physicians' 
services.  But  in  his  October  1989  report  to  Congress  entitled  Im- 
plementation of  a  National  Fee  Schedule.  Secretary  Sullivan  ob- 
served that  "significant  lead  time  is  needed  before  implementation 
of  a  new  payment  system  based  fully  on  RBRVS.  This  is  needed  to 
assure  reasonable  accuracy  in  payment  determinations." 

A  few  months  ago,  Congress  approved  the  adoption  of  a  new 
Medicare  fee  schedule  plan  that  will  make  adjustments  in  the  rela- 
tive value  of  various  physicians'  services  on  a  phased-in  basis. 
Congress  also  agreed  that  the  RBRVS  would  be  implemented  only 
after  further  research  has  been  completed  to  determine  exactly 
what  the  relative  values  among  such  services  are.  We  think  that 
was  a  prudent  decision.     In  addition,  preliminary  estimates  using 


48 


the  RBRVS  suggest  that  some  non-primary  care  services  are  under- 
valued. Thus,  until  the  new  plan  goes  into  effect,  we  believe  it 
is  appropriate  for  all  physicians'  services  to  be  subjected  to  the 
same  update  rules. 

"Overvalued"  Services 

We  are  especially  disappointed  with,  and  strongly  object  to, 
the  Administration's  plan  to  again  single  out  certain  procedures, 
including  many  important  surgical  procedures,  for  payment  reduc- 
tions on  the  grounds  that  those  services  are  "overvalued"  when 
compared  with  a  resource-based  Medicare  fee  schedule — a  schedule 
that  hasn't  even  been  established  yet. 

The  information  and  data  upon  which  the  "overvalued"  proposal 
is  based  are,  in  our  judgment,  flawed,  inaccurate,  and  certainly 
incomplete.  Our  observations  are  borne  out  by  the  fact  that  cur- 
rently there  are  major  studies  under  way  to  re-examine  certain 
services.  These  studies  have  been  undertaken  because  of 
legitimate  doubts  that  have  been  raised  about  the  methodology  and 
the  guality  of  the  original  research  effort  that  was  used  to  jus- 
tify payment  reductions  for  those  services.  Moreover,  there  are 
many  other  physician  specialties  that  are  being  studied  for  the 
first  time,  and  the  results  of  these  studies  will  affect  the  final 
values  assigned  to  all  Medicare  services.  We  think  that  this  work 
should  be  completed  and  thoroughly  evaluated  before  further  ar- 
bitrary and  selective  payment  adjustments  are  made  solely  for 
short-term  budgetary  goals. 

The  College  believes  that  Congress  was  correct  last  fall  when 
it  included  in  the  statute  a  specific  time  frame  and  instructions 
to  be  followed  by  the  Secretary  and  the  Physician  Payment  Review 
Commission  before  other  payment  modifications  are  made  on  the 
basis  of  limited  information. 

Assistance-at-8urcrerv 

Mr.  Chairman,  the  College  believes  that  the  Committee  should 
firmly  reject  the  Administration's  proposal  related  to  the  use  of 
and  payment  for  assistance-at-surgery .  This  proposal  reflects  a 
lack  of  understanding  of  why  an  assistant-at-surgery  may  be  needed 
during  an  operation.  In  addition,  it  proposes  to  simply  ignore 
the  fact  that  the  use  of  an  assistant-at-surgery  involves  the  ap- 
plication of  skills  and  knowledge  that  must  be  fairly  valued  and 
reimbursed  by  the  Medicare  program.  I'd  like  to  spend  a  few  mo- 
ments to  expand  upon  our  concerns  in  this  area. 

The  College  has  developed  guidelines  for  determining  when  an 
assistant-at-surgery  is  required  for  a  procedure.  We  believe  the 
application  of  the  guidelines  has  a  direct  bearing  on  both  the 
quality  and  safety  of  the  surgical  services  that  are  provided  to  a 
patient.  The  factors  that  a  principal  surgeon  should  consider  in 
deciding  when  an  assistant  is  needed  include: 

o  The  degree  to  which  the  operation  is  complex  and  technically 
demanding,  so  that  joint  efforts  of  the  principal  surgeon  and 
one  or  more  assisting  physicians  contribute  meaningfully  to 
the  successful  treatment  of  the  patient. 

o  The  expected  effect  of  the  use  of  an  assistant  on  the 
patient's  mortality  and  morbidity,  including  that  related  to 
blood  loss  and  duration  of  the  operation. 

o  The  degree  to  which  the  patient's  history  indicates  that 
there  is  a  substantial  risk  of  complications  arising  in  the 
course  of  the  operation  that  would  require  the  services  of  an 
assistant-at-surgery  to  avoid  the  increased  risk  of  mortality 
or  morbidity. 

On  the  basis  of  these  criteria,  it  may  be  possible  to  iden- 
tify those  procedures  that  almost  always  require  the  use  of  an 
assistant-at-surgery,  and  those  for  which  an  assistant  is  almost 
never  required.     However,    it  should  be  emphasized  that  for  other 
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procedures,  professional  judgments  are  necessary  to  determine 
whether  an  assistant  should  be  used  in  a  specific  case.  The  Col- 
lege believes  that*  the  responsibility  for  determining  the  need  for 
an  assistant-at-surgery  rests  squarely  with  the  principal  surgeon. 
Thus,  it  is  our  view  that  payment  for  assistance-at-surgery  should 
be  made  only  when  the  services  of  an  assistant  have  been  ordered 
by  the  operating  surgeon. 

Ideally,  an  assistant-at-surgery  should  be  a  surgeon  or  an 
individual  who  has  the  necessary  qualifications  to  participate  in 
a  particular  operation  and  who  actively  assists  the  surgeon  in 
performing  the  surgical  procedure.  In  many  teaching  hospitals, 
for  example,  surgical  residents  are  frequently  available  to 
provide  such  assistance.  However,  an  extra  pair  of  surgically 
trained  hands  is  not  always  available  when  needed,  so  the  in- 
dividual circumstances  of  each  particular  case  must  dictate 
whether  assistance  from  a  non-surgeon  is  appropriate. 

The  committee  should  also  know,  Mr.  Chairman,  that  at  least 
one  state,  New  Jersey,  actually  requires  the  presence  of  a 
physician  as  an  assistant  during  major  surgery,  so  that  the  sur- 
geon is  allowed  no  discretion  with  regard  to  this  matter.  In 
other  areas  of  the  country,  the  use  of  a  physician  as  an 
assistant-at-surgery  may  be  required  for  certain  major  operations 
by  the  quality  assurance  program  of  the  hospital. 

As  you  know,  the  costs  of  the  services  of  non-physician 
assistance-at-surgery  are  covered  in  various  ways  under  the  Part  A 
portion  of  the  Medicare  program,  while  payments  for  the  services 
of  a  physician  who  performs  as  an  assistant  are  reimbursed  under 
Part  B.  We  believe  that  physicians  who  serve  as  assistants-at- 
surgery  should  be  reasonably  compensated  for  their  services,  as 
should  any  physician  who  provides  a  professional  service.  It  is 
also  our  view  that  a  physician  whose  presence  is 

required  during  an  operation  should  be  paid  on  the  basis  of  the 
services  he  or  she  actually  provides.  For  example,  a  physician 
who  serves  as  a  consultant  should  be  paid  a  consultation  fee,  and 
should  not  be  paid  as  an  assistant-at-surgery. 

Finally,  Mr.  Chairman,  in  the  legislation  passed  by  Congress 
last  year,  you  directed  the  Physician  Payment  Review  Commission  to 
conduct  a  study  of  Medicare  policies  that  are  related  to  the  ap- 
propriate use  of  assistance-at-surgery  and  the  payment  rules  that 
should  be  applied  under  the  new  payment  system.  We  hope  that  you 
will  wait  for  the  results  of  this  additional  study  and  will  reject 
the  Administration's  ill-conceived  proposal  in  this  area. 

Surgical  Global  Fees 

The  budget  proposal  would  reduce  global  surgical  fees  to 
reflect  recent  decreases  in  the  average  inpatient  length  of  stay 
among  Medicare  patients.  In  our  opinion,  this  recommendation 
makes  no  sense  whatsoever.  In  the  first  place,  we  see  no  evidence 
at  all  that  physician  time  and  effort  related  to  surgical  patients 
are  linked  to  the  length  of  stay.  These  patients  must  be  fol- 
lowed after  the  operation,  and  postoperative  visits  are  provided 
on  an  outpatient  rather  than  an  inpatient  basis.  In  fact,  earlier 
hospital  discharges  may  actually  increase  the  amount  of  physician 
effort  that  is  needed  to  monitor  and/or  treat  the  patient  during 
the  recovery  period.  Secondly,  the  Administration  seems  to  have 
overlooked  the  fact  that  increasing  numbers  of  surgical  procedures 
are  performed  on  an  outpatient  basis.  It  certainly  makes  no  sense 
to  use  data  on  inpatient  length  of  stay  to  make  payment  reductions 
for  surgical  services  that  are  typically  provided  on  an  outpatient 
basis . 

Once  again,  Mr.  Chairman,  the  Administration  seems  to  be  ig- 
noring the  payment  legislation  that  was  passed  just  a  few  months 
ago,  in  which  you  directed  the  establishment  of  standard  defini- 
tions and  procedure  codes  for  all  physician  services,  including 
global  surgical  services.  The  values  assigned  to  packages  of 
services  are  to  be  based  upon  yet-to-be-completed  estimates  of  the 
resource  inputs  needed  to  provide  those  services,   including  those 
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related  to  postoperative  care.  The  Administration  plan  calls  for 
making  reductions  in  payments  without  taking  any  of  these  factors 
into  consideration. 

Budgetary  Options 

In  summary,  Mr.  Chairman,  we  are  very  disturbed  by  the 
Administration's  1991  budget  package,  because  it  totally  dis- 
regards the  steps  that  have  been  taken  to  bring  about  an  orderly 
revision  in  physician  payment  policies.  We  recommend  that  vir- 
tually all  of  these  proposals  be  rejected. 

Nevertheless,  we  also  recognize  that  budget  realities  may 
compel  the  committee  to  achieve  budgetary  savings  in  some  form. 
Thus,  the  American  College  of  Surgeons  urges  that  if  such  actions 
must  be  made,  they  take  the  form  of  across-the-board  fee  reduc- 
tions that  will  be  applicable  to  all  physicians'  services  for  the 
upcoming  period  prior  to  implementation  of  the  new  payment  plan. 
Even  the  across-the-board  reductions  that  would  apply  to  the 
Medicare  program  under  a  budget  sequestration  order  would  make 
more  sense  to  us  than  actions  that  would  disrupt  the  phased-in 
changes  scheduled  to  begin  in  1992. 

Again,  Mr.  Chairman,  the  American  College  of  Surgeons  ap- 
preciates this  opportunity  to  express  its  views,  and  I  would  be 
pleased  to  answer  any  questions  you  may  have. 


Chairman  Stark.  Thank  you. 
Dr.  Maynard. 

STATEMENT  OF  EDWIN  P.  MAYNARD,  M.D.,  PRESIDENT,  AMERI- 
CAN COLLEGE  OF  PHYSICIANS,  ACCOMPANIED  BY  DEBORAH 
M.  PROUT,  DIRECTOR  OF  PUBLIC  POLICY 

Dr.  Maynard.  Thank  you,  Mr.  Chairman. 

The  American  College  of  Physicians  is  pleased  to  have  this  op- 
portunity to  appear  before  you  today.  Accompanying  me  is  Debo- 
rah Prout,  the  director  of  our  policy  for  the  college. 

Today's  hearing  occurs  at  an  important  juncture  in  our  collective 
efforts  to  achieve  reform  of  the  physician  payment  system  and  to 
meet  deficit  reduction  targets. 

We  would  like  to  begin  by  thanking  the  members  of  this  commit- 
tee for  your  efforts  to  secure  approval  for  the  payment  reform  pro- 
posal in  last  year's  budget  reconciliation  package.  Your  support  for 
enactment  of  a  resource  based  relative  value  scale  as  the  founda- 
tion for  Medicare  fee  schedule  has  taken  a  long  ways  towards 
reform  of  the  payment  system.  However,  much  work  remains  to  be 
done  if  we  are  to  ensure  that  the  Medicare  program  meets  the  goal 
of  paying  an  appropriate  price  for  an  appropriate  service  delivered 
under  the  proper  conditions  to  the  beneficiary. 

We  would  like  to  offer  our  comments  on  fiscal  year  1991  budget 
reconciliation  issues,  and  on  the  upcoming  report  of  the  PPRC. 

In  addition,  we  want  to  highlight  several  critical  issues  that  need 
to  be  considered  in  a  larger  context  of  next  steps  needed  to  move 
forward  in  reform  of  our  health  care  system. 

The  administration  has  proposed  a  series  of  recommendations  for 
reducing  spending  on  Medicare  part  B  by  2.61  billion  in  fiscal  year 
1991.  As  a  general  reaction  to  this  year's  deficit  reduction  exercise, 
the  College  questions  the  wisdom  of  continuing  to  focus  significant 
energies  and  attention  on  meeting  budgetary  requirements  for 
annual  spending  reductions  in  the  face  of  mounting  evidence  that 
our  health  care  system  is  in  serious  need  of  comprehensive  reform. 

The  efforts  of  this  committee  over  the  past  several  years  have 
systematically  laid  the  groundwork  towards  far-reaching  reform  of 
the  physician  payment  system.  We  must  continue  to  build  on  ef- 
forts such  as  these.  In  order  to  do  so,  we  must  move  beyond  the 
types  of  proposals  found  in  the  administration's  budget  message 
and  work  to  develop  solutions  to  the  many  other  health  policy 
problems  facing  the  Nation. 

This  year  we  are  confronted  with  yet  another  series  of  adminis- 
tration budgetary  proposals  that  appear  to  have  been  developed 
with  an  eye  principally  to  budgetary  savings,  and  only  secondarily, 
if  at  all,  to  much  needed  comprehensive  policy  goals.  We  would 
characterize  the  administration's  proposals  for  fiscal  year  1991  as 
uninspiring  at  best  and,  in  some  instances,  potentially  harmful  to 
long-term  policy  interests. 

We  are  increasingly  troubled  that  the  annual  deficit  reduction 
exercise  faced  by  this  committee  and  by  the  Congress  appears  to 
assume  that  an  endless  supply  of  savings  is  available  year  after 
year.  This  unceasing  preoccupation  with  deficit  reduction  now  ap- 
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pears  to  threaten  the  development  of  sound  health  policies  and 
comprehensive  reform. 

However,  we  realize  that,  as  a  practical  matter,  absent  a  signifi- 
cant breakthrough  in  the  overall  approach  to  deficit  reduction,  this 
committee  will  face  the  task  of  needing  to  once  again  meet  certain 
budgetary  objectives. 

The  College  was  an  early  advocate  of  achieving  necessary  short- 
term  budgetary  savings  in  a  manner  consonant  with  long-term  pay- 
ment reform  through  reducing  overpriced  procedures  and  increas- 
ing support  for  primary  care  services. 

At  that  time,  it  was  clear  that  such  alterations  could  appropri- 
ately be  made.  Now,  we  would  urge  that,  as  the  committee  consid- 
ers the  administration's  proposals  for  updating  primary  care  serv- 
ices, reducing  payments  for  certain  overvalued  procedures,  and  re- 
ducing payment  for  overvalued  localities,  it  is  essential  that  this 
continue  to  be  done  in  a  manner  consistent  with  the  principles  laid 
out  in  the  payment  reform  package  enacted  last  year. 

We  note  that  the  Commission  indicates  that  the  proposed  elimi- 
nation of  the  annual  update  for  the  MEI  for  1991  for  all  services 
except  primary  care,  is  a  mechanism  for  meeting  budget  reduction 
targets  that  is  consistent  with  payment  reform. 

The  college  believes  that  continuing  to  strengthen  support  for 
primary  care  services  while  we  proceed  on  the  pathway  to  full  im- 
plementation of  an  RBRVS  system  is  an  important  signal  to  the 
profession  regarding  the  congressional  commitment  to  this  reform. 
In  addition,  it  will  send  an  important  message  to  those  still  in  med- 
ical training  regarding  the  implications  of  reform  and  will  thereby 
enhance  recruitment  to  the  primary  care  disciplines, 

The  college  has  long  been  an  advocate  of  a  payment  system 
which  sets  appropriate  levels  of  a  payment  for  appropriate  services. 
The  RBRVS  based  fee  schedule  will  help  to  assure  appropriate  pay- 
ment. 

In  approving  creation  of  an  agency  for  health  care  policy  and  re- 
search, Congress  took  a  major  step  toward  building  the  Federal 
Government  role  in  determining  appropriate  services. 

This  committee  can  play  a  further  role  in  this  effort. 

Our  second  task  which  we  would  argue  must  begin  immediately, 
is  to  move  forward  with  a  fundamentally  new  way  of  reviewing 
medical  necessity  and  utilization. 

Present  efforts  at  utilization  control  are  failing.  Our  current  ap- 
proaches are  antagonizing  the  physician  community.  The  anger 
generated  by  many  utilization  review  requirements,  by  inappropri- 
ate second-guessing  of  professional  judgment,  by  intrusion  into  the 
doctor-patient  relationship,  is  felt  by  the  physicians  who  share  with 
you  Medicare's  goal  of  providing  cost-effective  health  care  for  elder- 
ly Americans. 

This  committee  can  play  a  role  in  beginning  to  document  these 
failures,  and  generating  recommendations  for  major  reform.  Medi- 
care should  not  give  up  the  audit  inspection  functions  of  utilization 
review,  that  is,  looking  for  outliers.  This  must  continue  in  order  to 
assure  fiscal  integrity,  but  it  cannot  continue  to  be  based  on  a  case- 
by-case  review  of  physician's  decisions.  Rather,  it  should  be  done 
through  the  use  of  aggregate  data  on  practice  patterns  that  can 
flag  aberrant  behavior  for  further  scrutiny. 
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Mr.  Chairman,  we  recognize  the  difficult  decisions  facing  this 
committee.  We  recognize  it  is  painful  for  you  to  find  additional 
budgetary  savings  in  a  program  which  you  strongly  support  and 
which  has  taken  a  disproportionate  share  of  reductions  in  the  past. 

Even  as  you  take  these  short-term  steps,  we  would  urge  you  to 
work  towards  developing  a  comprehensive  health  policy  that  can 
end  this  disruptive  annual  cycle  of  budget-driven  decisions.  Some  of 
the  steps  we  have  outlined  today  would  help  us  to  move  in  the  di- 
rection of  a  restructured  and  improved  Medicare  program. 

We  look  forward  to  working  with  you  towards  further  reform. 

I  thank  you. 

[The  statement  of  Dr.  Maynard  follows:] 
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STATEMENT  OF  THE 
AMERICAN  COLLEGE  OF  PHYSICIANS 
TO  THE 
SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
March  29,  1990 

The  American  College  of  Physicians  (ACP)  is  pleased  to  have  this 
opportunity  to  appear  before  you  today  to  present  our  views  on  budget 
reconciliation  issues  relating  to  physician  payments  under  Part  B  of 
Medicare  and  on  the  upcoming  annual  report  of  the  Physician  Payment  Review 
Commi  ssion. 

The  College  represents  over  67,000  physicians  practicing  internal 
medicine  and  its  subspecialties.  Since  its  founding  in  1915,  the  College 
has  dedicated  itself  to  upholding  the  highest  standards  of  medical  care.  I 
am  Edwin  P.  Maynard,  MD,  FACP,  President  of  the  College  and  a  practicing 
internist  at  the  Massachusetts  General  Hospital  in  Boston.  Accompanying  me 
today  is  Deborah  M.  Prout,  Director  of  Public  Policy  for  the  College. 

Today's  hearing  occurs  at  an  important  juncture  in  our  collective 
efforts  to  achieve  reform  of  the  physician  payment  system  and  to  meet 
deficit  reduction  targets.  We  would  like  to  begin  by  thanking  the  members 
of  this  committee  for  your  efforts  to  secure  approval  of  a  payment  reform 
proposal    in   last  year's   budget   reconciliation  package.   Your  support  for 
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enactment  of  a  resource-based  relative  value  scale  as  the  foundation  for  a 
Medicare  fee  schedule  has  taken  us  a  long  way  towards  reform  of  the  payment 
system.  However,  much  work  remains  to  be  done  if  we  are  to  ensure  that  the 
Medicare  program  meets  the  goal  of  paying  an  appropriate  price  for  an 
appropriate  service  delivered  under  the  proper  conditions  to  the 
beneficiary. 

We  would  like  to  offer  our  comments  on  fiscal  year  1991  budget 
reconciliation  issues  and  on  the  upcoming  report  of  the  Physician  Payment 
Review  Commission  (PPRC).  In  addition,  we  want  to  highlight  several 
critical  issues  that  need  to  be  considered  in  the  larger  context  of  next 
steps  needed  to  move  forward  in  reform  of  our  health  care  system. 

Administration  Fiscal  Year  1991  Budget  Proposals 

The  Administration  has  proposed  a  series  of  recommendations  for 
reducing  spending  under  Medicare  Part  B  by  $2.16  billion  in  fiscal  year 
1991.  As  a  general  reaction  to  this  year's  deficit  reduction  exercise,  the 
College  questions  the  wisdom  of  continuing  to  focus  significant  energies 
and  attention  on  meeting  budgetary  requirements  for  annual  spending 
reductions  in  the  face  of  mounting  evidence  that  our  health  care  system  is 
in  serious  need  of  comprehensive  reform. 

The  efforts  of  this  committee  over  the  past  several  years  have 
systematically  laid  the  groundwork  towards  far-reaching  reform  of  the 
physician  payment  system.  We  must  continue  to  build  on  efforts  such  as 
these.  In  order  to  do  so,  we  must  move  beyond  the  types  of  proposals  found 
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in  the  Administration's  budget  message,  and  work  to  develop  solutions  to 
the  many  other  health  policy  problems  facing  the  nation.  This  year  we  are 
confronted  with  yet  another  series  of  Administration  budgetary  proposals 
that  appear  to  have  been  developed  with  an  eye  principally  to  budgetary 
savings  and  only  secondarily,  if  at  all,  to  much  needed  comprehensive 
policy  goals.  We  would  characterize  the  Administration's  proposals  for 
fiscal  year  1991  as  uninspiring,  at  best,  and  in  some  instances  potentially 
harmful  to  long  term  policy  interests. 

For  over  eight  years  the  Congress  and  various  constituencies  such  as 
the  College  have  struggled  to  find  ways  to  channel  required  reductions  in 
domestic  spending  in  a  manner  which  will  promote  good  policy,  or  at  a 
minimum  do  the  least  amount  of  harm.  We  are  frustrated  that  after  numerous 
years  at  this  exercise  we  seem  still  to  be  falling  short  of  resolving  our 
national  budgetary  crisis.  And  consequently,  this  year  the  Medicare  program 
once  again  is  being  asked  to  bear  the  brunt  of  spending  reductions. 

We  are  increasingly  troubled  that  the  annual  deficit  reduction 
exercise  faced  by  this  committee  and  by  the  Congress  appears  to  assume  that 
an  endless  supply  of  savings  is  available  year  after  year.  This  unceasing 
preoccupation  with  deficit  reduction  now  appears  to  threaten  the  develop- 
ment of  sound  health  policies  and  comprehensive  reform. 

In  the  past  we  have  advocated  that  all  of  us  must  do  our  part  to  meet 
deficit  reduction  goals.  However,  we  fear  that  the  health  care  system  is 
running  out  of  contributions  that  can  be  made  to  deficit  reduction.  We  are 
alarmed  by  the  failing  infrastructure  of  our  health  care  delivery  system 
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and  by  the  absence  of  a  blueprint  for  health  policy  in  the  1990s  and  into 
the  next  century.  We  know  that  many  members  of  this  committee  and  of  the 
Congress  share  this  frustration.  Accordingly,  although  it  is  not  the 
ostensible  subject  of  today's  hearing  we  would  urge  you  to  redouble  your 
efforts  to  force  a  meaningful  discussion  of  deficit  reduction  policies  with 
an  eye  to  ending  this  annual  cycle  of  constructing  a  budgetary  savings 
smorgasbord  from  the  Medicare  program,  at  the  expense  of  crafting 
comprehensive  health  policy. 

However,  we  realize  that  as  a  practical  matter,  absent  a  significant 
breakthrough  in  the  overall  approach  to  deficit  reduction,  this  committee 
will  face  the  task  of  needing  to  once  again  meet  certain  budgetary 
objectives. 

The  College  was  an  early  advocate  of  achieving  necessary  short-term 
budget  savings  in  a  manner  consonant  with  long-term  payment  reform  through 
reducing  overpriced  procedures  and  increasing  support  for  primary  care 
services.  At  that  time,  it  was  clear  that  such  alterations  could 
appropriately  be  made.  Now,  we  would  urge  that  as  the  committee  considers 
the  Administration's  proposals  for  updating  primary  care  services,  reducing 
payments  for  certain  overvalued  procedures,  and  reducing  payment  for 
overvalued  localities,  it  is  essential  that  this  continue  to  be  done  in  a 
manner  consistent  with  the  principles  laid  out  in  the  payment  reform 
package  enacted  last  year. 

The  College  believes  that  the  Administration's  proposals  must  be 
evaluated  in  terms  of  their  consistency  with  the  direction  for  longer  term 
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reform  that  was  charted  in  the  Omnibus  Budget  Reconciliation  Act  of  1989. 
We  share  the  view  expressed  by  the  Physician  Payment  Review  Commission  that 
"legislating  sharp  reductions  in  payment  rates  to  take  effect  while  we  are 
in  the  process  of  implementing  a  major  reform  of  physician  payment  could 
make  the  achievement  of  the  objectives  of  the  reform  more  difficult." 

Consequently,  we  read  with  interest  the  recent  analysis  of  the 
Physician  Payment  Review  Commission  expressing  reservations  about  the 
magnitude  of  the  reduction  proposed  by  the  Administration  for  certain 
overvalued  procedures,  and  we  would  urge  that  you  review  this  proposal 
carefully  in  light  of  PPRC's  concerns. 

We  note  that  the  Commission  indicates  that  the  proposed  elimination  of 
the  annual  update  in  the  Medicare  Economic  Index  for  1991  for  all  services 
except  primary  care  is  a  mechanism  for  meeting  budget  reduction  targets 
that  is  consistent  with  payment  reform.  The  College  believes  that 
continuing  to  strengthen  support  for  primary  care  services  while  we  proceed 
on  the  pathway  to  full  implementation  of  an  RBP.VS  system  is  an  important 
signal  to  the  profession  regarding  the  Congressional  commitment  to  this 
reform.  Many  physicians  have  expressed  the  cynical  view  that  it  the  intent 
of  Congress  simply  to  reduce  overvalued  procedures,  but  not  to  increase 
support  for  those  services  that  have  been  historically  undervalued. 
Continuing  past  efforts  to  improve  payment  for  primary  care  services  would 
lessen  this  widespread  fear  that  reform  will  be  overtaken  by  cost 
containment.  In  addition,  it  will  send  an  important  message  to  those  still 
in  medical  training  regarding  the  implications  of  reform  and  will  thereby 
enhance  recruitment  into  the  primary  care  disciplines. 


59 


Next  Steps  in  Medicare  Physician  Payment  Reform 

The  College  has  long  been  an  advocate  of  a  payment  system  which  sets 
appropriate  levels  of  payment  for  appropriate  services.  The  RBRVS-based 
fee  schedule  will  help  to  assure  appropriate  payment.  In  approving 
creation  of  an  Agency  for  Health  Care  Policy  and  Research,  Congress  took  a 
major  step  towards  building  a  federal  government  role  in  determining 
appropriate  services.  This  committee  can  play  a  further  role  in  this 
effort. 

We  have  outlined  our  thoughts  on  some  of  these  next  steps  more  fully 
in  previous  testimony  to  the  PPRC,  but  we  would  like  to  summarize  them  for 
the  committee.  The  first  task  is  to  accelerate  efforts  to  fully  analyze 
the  reasons  for  increases  in  expenditures  in  Medicare  Part  B.  The  present 
state  of  unexamined  information  with  regard  to  expenditure  growth  conveys 
to  some  policy  makers  and  others  that  the  system  is  riddled  with  inappro- 
priate use  of  services.  We  need  to  develop  the  information  that  will 
permit  us  to  determine  whether  this  is  in  fact  the  case.  Through  focused 
hearings,  its  charge  to  the  PPRC,  and  its  direction  to  HCFA,  this  committee 
can  promote  an  examination  of  growth  trends  in  Part  B  in  as  disaggregated 
and  specific  a  fashion  as  possible. 

For  example,  which  components  are  growing  most  rapidly?  What  are  the 
clinical  and  other  explanations  for  these  changes?  Do  they  represent 
improvements  in  medical  care  or  inappropriate  use  of  services,  or  some  of 
each?  How  can  we  tell  the  difference?  Where  do  the  data  show  that 
inappropriate  services  are  concentrated?    How  much  of  the  spending  increase 
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is  accounted  for  by  costs  that  do  not  directly  related  to  providing  medical 
care?    What  is  the  role  of  changes  in  the  locus  of  service  delivery? 

The  second  task,  which  we  would  argue  must  begin  immediately,  is  to 
move  forward  with  a  fundamentally  new  way  of  reviewing  medical  necessity 
and  utilization.  Present  efforts  at  utilization  control  appear  to  be 
failing.  Current  approaches  are  antagonizing  the  physician  community.  The 
anger  generated  by  many  utilization  review  requirements,  by  inappropriate 
second-guessing  of  professional  judgment,  by  intrusion  into  the  doctor- 
patient  relationship,  is  felt  by  physicians  who  share  with  you  Medicare's 
goal  of  providing  cost-effective  health  care  for  elderly  Americans. 

This  committee  can  play  a  role  in  beginning  to  document  these  failures 
and  generating  recommendations  for  major  reform.  The  College  believes  that 
utilization  review  must  move  away  from  its  current  punitive  approach  and 
towards  a  model  based  on  what  has  been  characterized  as  the  continuous 
improvement  of  medical  practice.  Such  a  system  should  be  oriented  toward 
what  we  know  about  how  physicians  change  their  behavior.  Physicians 
generally  practice  like  their  peers,  they  want  to  be  in  the  norm,  as  the 
Maine  medical  assessment  work  has  shown,  and  they  will  respond  when  they 
see  the  norm  evolving.  We  must  foster  a  peer  standard  based  on  reliable, 
scientifically-generated  information,  and  then  utilize  the  community  of 
physicians  to  fully  disseminate  this  standard. 

This  is  not  to  say  the  Medicare  should  give  up  the  audit  and  inspec- 
tion functions  of  utilization  review,  i.e.,  looking  for  the  outliers.  This 
must  continue  in  order  to  assure  fiscal  integrity,  but  it  cannot  continue 
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to  be  based  on  a  case-by-case  review  of  physicians'  decisions.  Rather,  it 
should  be  done  through  the  use  of  aggregate  data  on  practice  patterns  that 
can  flag  aberrant  behavior  for  further  scrutiny. 

Mr.  Chairman,  we  recognize  the  difficult  decisions  facing  this 
committee.  We  recognize  that  it  is  painful  for  you  to  find  additional 
budgetary  savings  in  a  program  which  you  strongly  support  and  which  has 
taken  a  disproportionate  share  of  reductions  in  the  past.  Even  as  you  take 
those  short-term  steps,  we  would  urge  you  to  work  towards  developing  a 
comprehensive  health  policy  that  can  end  this  disruptive  annual  cycle  of 
budget-driven  decisions.  Some  of  the  steps  we  have  outlined  today  would 
help  us  to  move  in  the  direction  of  a  restructured  and  improved  Medicare 
program. 

We  look  forward  to  working  with  you  towards  further  reform. 


31-908  0-90-3 
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Chairman  Stark.  Thank  you,  Dr.  Maynard. 
Dr.  Whittington. 

STATEMENT  OF  KENNETH  W.  WHITTINGTON,  M.D.,  PRESIDENT, 
AMERICAN  ACADEMY  OF  FAMILY  PHYSICIANS 

Dr.  Whittington.  Thank  you,  Mr.  Chairman. 

I  am  Kenneth  Whittington,  president  of  the  American  Academy 
of  Family  Physicians,  representing  some  68,000  practicing  family 
physicians,  residents,  and  students  across  this  United  States.  I  am 
also  in  private  practice  in  Bethany,  Oklahoma,  in  family  practice 
there. 

Thank  you  very  much  for  allowing  us  to  testify  before  you  this 
morning.  And  I  would  like  to  thank  you,  the  subcommittee,  and 
the  whole  Congress  for  that  noble  action  as  carried  out  in  the  last 
session  of  Congress,  the  enactment  of  the  Medicare  physicians'  pay- 
ment reform.  You  developed  a  thoughtful  package  that  addresses 
many  of  the  concerns  that  both  Congress,  the  public,  and  the  medi- 
cal profession  had  on  the  Medicare  program. 

The  Academy  believes  that  the  new  law  holds  potential  for  pro- 
viding greater  equity  in  payment  to  physicians,  financial  protection 
of  the  beneficiaries,  a  measure  of  control  in  the  growth  of  Medicare 
expenditures,  and  the  support  to  improve  the  knowledge  base  on 
which  clinical  judgments  and  decisions  are  made. 

However,  in  order  for  the  benefits  of  that  reform  to  be  realized, 
the  transition  to  and  implementation  of  the  four  elements  must  be 
carefully  managed.  We  encourage  you  to  monitor  this  process  to 
ensure  that  implementation  is  done  in  a  manner  consistent  with 
the  congressional  intent. 

We  first  wish  to  call  your  attention  to  a  potential  problem  with 
respect  to  the  implementation  of  the  volume  performance  stand- 
ards for  surgery.  Integral  to  physician  payment  reform  is  an  effort 
to  control  overall  expenditures  for  physician  services  using  volume 
performance  standards  in  determining  the  annual  update  in  physi- 
cian rate. 

The  law  provides  for  separate  targets  by  category  of  physician 
services,  a  concept  supported  by  the  Academy. 

We  strongly  believe  that  the  performance  standard  should  be  set 
for  services  rather  than  by  specialty. 

We  understand,  however,  that  HCFA  intends  to  determine  a  sep- 
arate target  for  surgical  services  performed  by  surgeons  relying  on 
self-designation  by  physicians.  This  may  well  result  in  a  separate 
update  for  surgeons  creating  a  Medicare  specialty  differential,  even 
though  OBRA  89  prohibits  this. 

Next,  we  would  like  to  discuss  with  you  some  of  the  several  Med- 
icare-related proposals  included  in  the  administration's  budget.  We 
caution  against  further  changes  in  the  Medicare  physician  pay- 
ment that  would  alter  the  progress  that  has  been  made  to  this 
time. 

Any  modifications  in  the  Medicare  program  should  be  consistent 
with  and  move  in  the  direction  of  the  reform  package  and  facilitate 
rather  than  hinder  this  transition. 

One  proposal  that  would  be  positive  and  go  along  with  your 
intent  is  the  increase  in  the  MEI  for  primary  care  services.  Many 
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of  the  other  proposals  included  in  the  administration's  budget, 
however,  give  us  great  concern.  The  proposed  reduction  in  pay- 
ments for  overvalued  procedure  violates  the  spirit  of  the  physician 
payment  reform,  by  failing  to  address  the  undervalued  services. 

We  have  similar  concerns  about  the  proposed  reductions  in  pay- 
ment for  procedures  in  overvalued  localities.  This  proposal  fails  to 
address  the  unrealistically  low  payments  in  some  areas,  primarily 
rural  areas,  and  perpetuates  the  access  problems  of  your  rural 
beneficiaries. 

While  offering  little  hope  of  effectively  addressing  the  growth  in 
the  volume,  the  1991  balanced  billing  provision  is  a  concern.  While 
the  academy  supports  the  congressional  intent  of  the  balanced  bill- 
ing limits  included  in  OBRA  1989,  we  are  concerned  about  the 
effect  of  imposing  the  balanced  billing  limits  prior  to  the  transition 
of  the  fee  implementation.  _ 

Under  the  transition  enacted  by  Congress,  implementation  of  the 
balanced  billing  limits  in  1991,  1  year  prior  to  when  the  RBRVS  fee 
schedule  begins,  will  result  in  rollbacks  of  charges  for  many  physi- 
cians in  1991  who,  in  subsequent  years,  will  be  increased.  As  Mr. 
Pickle  says,  the  "hump"  that  you  see  there. 

The  rollback  to  the  level  beyond  the  MAAC  will  affect  these  phy- 
sicians providing  undervalued  services  and  serving  in  areas  with 
low  prevailings  who  are  targeted  for  increases  later  in  their  fee 
schedule.  The  impact  of  this  provision  is  greater  on  primary  care 
practices  and  practices  in  rural  America. 

According  to  simulations  by  the  Physician  Payment  Review  Com- 
mission, 12  percent  of  the  primary  care  practice  would  experience 
reductions  up  to  5  percent  of  the  Medicare  revenues.  In  rural 
areas,  some  19  percent  of  the  physicians  will  be  involved. 

Visits  constitute  the  largest  proportion  of  these  affected  services. 
And  these  reductions  could  have  a  substantial  impact  in  those 
practices  which  are  already  having  financial  difficulties  and  in 
areas  in  which  a  large  Medicare  population  exists. 

We  urge  you  to  consider  an  approach  to  resolve  this  problem. 
One  of  the  ways  may  be  upgrading  undervalued  services. 

With  respect  to  the  clinical  laboratory  services,  the  administra- 
tion proposes  a  saving  of  $60  million  by  reducing  the  fee  paid  on 
lab  services.  This  comes  at  a  time  of  stringent  regulatory  require- 
ments for  previously  unregulated  labs  that  are  being  developed  at 
this  time.  These  costs,  coupled  with  the  fee  reductions,  could  create 
significant  hardships,  ultimately  diminishing  the  number  of  labora- 
tories and  threatening  patients'  access  to  quality  laboratory  care. 

In  summary,  we  urge  the  committee  to  reject  Medicare  budget 
proposals  that  would  disrupt  the  positive  action  taken  by  you  and 
Congress  to  reform  Medicare  physician  payment. 

And  we  thank  you  for  the  opportunity  to  talk  with  you. 

[The  statement  of  Dr.  Whittington  follows:] 
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STATEMENT  OF  KENNETH  W.  WHITTINGTON,  M.D., 
AMERICAN  ACADEMY  OF  FAMILY  PHYSICIANS 

I  am  Kenneth  Whittington.  M.D.  President  of  the  American  Academy  of  Family 
Physicians,  the  national  medical  specialty  society  representing  over 
68.000  practicing  family  physicians,  family  practice  residents  and  medical 
students.    Thank  you  for  inviting  me  to  share  with  you  today  our  Academy's 
views  regarding  the  Medicare  program. 

I  would  first  like  to  thank  the  members  of  this  conmittee  for  your 
exempiarv  work  during  the  final  hours  of  the  first  session  of  the  101st 
Congress  to  accomplish  passage  of  Medicare  physician  payment  reform.  The 
package  that  you  and  your  colleagues  on  the  Energy  and  Commerce  Committee 
and  the  Senate  Finance  Committee  crafted  represents  a  thoughtful  approach 
to  addressing  many  of  the  concerns  that  Congress,  the  medical  profession 
and  the  public  have  shared  about  the  Medicare  program.    You  in  Congress 
designed  a  comprehensive  reform  package,  which  includes  a  rationalized 
pricing  system,  limits  on  balance  billing,  a  means  tor  addressine  overall 
Medicare  expenditures  and  a  program  expanding  outcomes  and  effectiveness 
research.     The  new  law  holds  the  potential  for  providing  ereater  equity  in 
phvsician  payment,  financial  protection  for  beneficiaries,  a  measure  of 
control  in  the  growth  of  Medicare  expenditures  and  support  tor  improving 
the  knowledge  base  on  whicn  clinical  decisions  are  maae. 

Family  physicians  are  encouraeect  that  when  fully  implemented  tne  new  tee 
schedule  snould  more  accuratelv  and  appropriate! v  value  services,  should 
eliminate  troublesome  specialty  differentials  ana  moderate  tne  sienificant 
disparities  in  pavment  between  uroan  and  rural  areas.      Furtnermore,  one 
of  the  ma/ior  Denefits  of  the  new  tee  scneduie  mav  be  its  influence  on 
medical  specialty  and  practice  location  choice,  encouraging  more  students 
to  cnoose  Drimarv  care  specialties  ana  practice  in  rural  and  otner 
unaerserved  localities.     This  approacn  uitimateiv  will  oenefit  patients  bv 
providing  ereater  access  to  many  essential  primary  care  services. 

However,  in  order  tor  the  Denefits  of  the  reform  to  De  realizea  and  the 
integrity  of  the  oacnaee  preserved,  tne  transition  to  ana  lmDlementation 
of  the  four  elements  must  De  managea  carer ullv.     We  encourage  this 
committee  to  monitor  this  process  to  ensure  implementation  is  aone  in  a 
manner  consistent  with  Congressional  intent  and  within  the  time  frame 
SDecified  in  law. 

We  first  wish  to  call  to  vour  attention  a  potential  proolem  witn  respect 
to  implementation  of  tne  Volume  Pertormance  Standard  for  sureical 
services . 

Integral  to  phvsician  pavment  reform  is  an  effort  to  control  overall 
expenditures  for  pnvsician  services.     Tne  dual  mecnanism  for  accomplishine 
this  is  to  utilize  Volume  Performance  standards  in  determining  tne  annual 
update  in  pnvsician  fees.     Tne  law  provides  tor  separate  tareets  dv 
category  of  physician  services,  a  concept  supported  Dv  the  Academv. 
Actual  pertormance  relative  to  the  standard  may  vary  bv  type  or  service, 
ana  this  information  will  be  used  m  aeterraining  the  update,  providing 
incentives  for  aesirea  physician  behavior,  tnat  is  to  oroviae  more  or  less 
of  certain  services.    We  strongly  believe  that  in  order  to  accomplish  this 
policy  objective  periormance  stanaaros  should  be  set  ior  services,  ratner 
than  Dy  the  special tv  of  the  phvsician  providing  the  service.  For 
example,  the  volume  performance  stanaara  set  for  FY  1991  for  surgical 
services  shouia  applv  to  services,  rather  than  to  surgeons  as  a  specialty, 
as  surgical  services  are  provided  by  several  different  physician 
specialties . 

However,  we  understand  trom  aiscussions  with  HCFA  staff  that  in  setting 
separate  targets  for  surgical  services  the  decision  nas  been  made  to 
distinguish  surgical  services  performed  bv  surgeons ,  using  the  carrier 
payment  record.     The  pnvsician  specialty  is  self-aesignatea,  and  carrier 
designation  determines  which  surgical  services  will  be  included,  rather 
than  an  explicit  policy  using  CPT  codes.     Narrowly  defining  surgical 
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servicea  as  those  which  are  performed  only  by  surgeons  means  that  at  least 
20  percent  of  surgical  services,  according  to  HCFA  estimates,  will  be 
excluded  from  the  definition.    Additionally,  does  not  the  approach  being 
contemplated  enable  those  who  perform  surgery  to  determine  whether  the 
volume  performance  standard  for    surgeons      is  more  or  less  generous  than 
the  standard  for    non  surgeons'  and  designate  their  specialty 
accordinglyY    We  believe  the  answer  is  yes. 

The  policy  is  in  variance  with  both  the  law  and  with  good  public  policy. 
The  law  includes  the  authority  for  a  separate  standard  for  surgical 
services,  and  calls  for  the  elimination  of  specialty  differentials. 
However,  if  implemented  as  noted  above,  the  MVPS  for  surgeons  could  result 
in  a  separate  update  for  surgical  services  provided  by  a  defined  set  of 
physicians,  essentially  a  specialty  differential  in  Medicare  payment.  You 
may  be  aware  that  the  Department  of  Health  and  Human  Services  was  involved 
in  litigation  relative  to  its  policy  of  specialty  differentials  and  as  a 
result  eliminated  these  differentials  in  several  states,  including 
Michigan  and  most  recentlv  Tennessee.    We  fail  to  understand  the  rationale 
for  HCFA's  promulgation  of  a  new  policy  of  special tv  differentials  in  view 
of  the  loss  on  this  issue  in  the  courts  and  the  provision  of  PL  101-239 
prohibitine  such  differentials. 

Next  we  would  like  to  discuss  with  you  several  of  the  Medicare  related 
proposals  included  in  the  Administration's  oudget.     We  are  concerned  that 
further  changes  in  Medicare  physician  payment  at  this  time  could  alter  the 
progress  made  to  date.     Anv  modifications  in  the  program  should  be 
consistent  with  and  move  in  the  direction  of  the  reform  package  and 
facilitate  rather  than  hinder  the  transition,  as  is  the  case  with  the 
proposed  increase  in  the  MEI  for  primary  care  services .     However ,  many  of 
the  proposals  included  in  the  Administration's  budget  eive  rise  to 
significant  concern.     The  Academy's  views  on  selected  aspects  of  the 
budget  proposal  are  outlined  below. 

Reduction  in  Payments  for  Overvalued  Procedures: 

The  administration' s  proposed  reductions  in  payments  for  procedures  that 
are  overvalued  in  relation  to  the  estimated  resource- Dased  tee  scheaule 
violate  the  spirit  of  phvsician  pavment  reform  Dy  failing  to  address 
undervalued  services.     Previous  attempts  to  constrain  Medicare  outlays 
throush  selective  price  cuts  have  only  provided  an  incentive  to  increase 
per  oeneliciarv  volume  of  these  services.     The  so-calied  overpricea 
procedure  cuts  have  not  proven  to  be  a  successful  method  of  siowine  the 
growth  in  Medicare  spending  and  there  is  little  reason  to  expect  that  the 
proposed  reductions  will  be  anv  more  likely  to  achieve  their  intended 
effect  in  FY  1991. 

Reduction  in  Payments  for  Overvalued  Localities: 

In  proposine  only  reductions  in  pavments  lor  procedures  in  localities 
where  payments  exceed  the  national  average ,  the  administration  s  proposal 
has  fallen  prey  to  the  same  flaw  in  logic  evidenced  in  the  overvalued 
procedure  cuts.    Reductions  alone  only  provide  an  incentive  to  increase 
volume  and  have  proven  remarkably  ineffective  in  constraining  the  growth 
in  outlays.    Reducing  payments  in  some  areas  while  failing  to  address  the 
perverseiv  low  payments  in  other,  mostly  rural  areas  perpetuates  the 
access  problems  taced  bv  rural  beneficiaries  while  this  approach  offers 
Little  hope  of_fif±'ectivelY  addressing  the  growth  in  volume.  .  __  . 

Of  additional  concern  regarding  reduced  payments  in  overvalued  localities 
is  the  use  of  the  existing  geographic  practice  cost  index  (GPCI)  to  adjust 
for  alleged  geographic  differences  in  practice  costs.    Our  analysis  of  tne 
GPCI  indicates  that  it  is  significantly  flawed  and  that  it  provides  an 
entirely  distorted  picture  of  relative  practice  costs.    We  are  unaware  of 
anv  data  supporting  the  conclusion  that  geographic  differences  in  practice 
costs  exist.    In  fact,  if  any  conclusion  is  to  be  drawn  from  practice  cost 
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data,  it  is  that  rural  practices  are  slightly  more  expensive  than  urban 
practices,  which  is  opposite  to  the  conclusion  reached  by  the  GPCI .  I 
would  remind  the  subcommittee  that  in  QBRA  89  Congress  adopted  a  provision 
calling  upon  the  Physician  Payment  Review  Commission  to  study  the  extent 
to  which  practice  costs  vary  geographically  and  the  extent  to  which  the 
available  GPCI  accurately  reflects  practice  costs.    At  a  minimum  I  urge 
you  to  avoid  using  the  GPCI  before  the  studies  that  you  have  requested  are 
completed . 

Phase-in  Increases  for  New  Physicians: 

Congress  previously  limited  fees  for  new  physicians  for  two  years,  at  80 
and  85  percent  of  the  prevailing  charge  levels.     Given  the  historical 
inequities  in  calculation  of  Medicare  physician  fees,  these  limits 
prevented  new  physicians  from  entering  practice  and  receiving  payment, 
significantly  greater  than  established  physicians  practicing  in  the  same 
locality.      However,  the  new  proposal  would  limit  payment  for  new 
physicians  over  a  five  vear  perioa,  and  extend  this  policy  under  the  new 
lee  schedule.    We  strongly  object  to  this  provision.    A  principal  purpose 
for  developing  the  new  fee  schedule  is  to  rationalize  payment,     unce  an 
appropriate  tee  lor  each  service  is  determined,  we  believe  it  imperative 
that  Medicare  recognize  the  fee  for  all  physicians  providing  the  eiven 
service.     We  believe  it  inappropriate  to  arbitrarily  prohibit  licensed 
physicians  providing  a  service  from  eligibility  to  receive  the  pavment 
determined  to  be  rational  and  appropriate  lor  the  particular  service,  ana 
uree  you  to  re/iect  this  proposal  as  inconsistent  with  the  intent  of 
payment  reform. 

Assistants  at  Surgery: 

The  proposed  budget  calls  for  paying  the  same  amount  for  a  surgical 
procedure  regardless  of  whetner  or  not  the  primary  surgeon  elects  to  use 
an  assistant.    Onlv  limited  exceptions  would  be  allowed.     The  rationale 
cited  for  this  proposal  is  based  on  the  wiae  geographic  variation  in  the 
use  of  physicians  as  assistants  at  surgerv  and  in  the  use  or  pnmarv  care 
physicians.     The  proposal  would  create  a  disincentive  ror  a  phvsician  to 
provide  assistance  at  surgery  and  for  a  surgeon  to  utilize  an  assistant. 
It  woula  encourage  surgeons  to  select  assistants  wno  are  nurses  or 
nospital  staff  paid  bv  the  hospital  because  onlv  then  could  the  surgeon 
keep  tne  entire  fee. 

Individual  situations  often  require  that  there  be  another  physician 
actively  participating  in  the  patient : s  surgical  care .     Primary  care 
physicians  serving  as  assistants  are  in  a  position  to  recognize  that  there 
are  unique  circumstances  surrounding  a  patient's  surgery  and  the  operative 
complications  that  may  arise,     family  physicians  are  particularlv 
qualified  to  provide  this  assistance  because  of  their  Knowledge  of  their 
patients'  medical  historv  and  the  existence  of  multiple  conditions  that 
might  complicate  a  procedure.     Family  pnysicians  bring  to  the  operating 
room  more  than  just  the  technical  ability  to  assist  at  surgery. 

Clinical  Laboratory  Services: 

The  administration  proposes  saving  $60  million  by  reducing  payment  for 
clinical  laboratory  services  to  90  percent  of  the  median  lee  schedule 
amounts  for  non-profile  tests  and  80  percent  of  the  median  for  profile  and 
standardized  tests.     Fees  above  the  limit  would  receive  no  uodate  in 
1991.     We  would  urge  extreme  caution  in  fee  reductions  for  clinical  labs 
at  this  time.    Clinical  laboratories  in  locations  previously  unregulated 
will  soon  be  required  to  meet  stringent  reeulatorv  requirements  that  may 
threaten  the  financial  viability  of  a  number  of  laboratories.  The 
regulations  are  anticipated  to  create  considerable  additional  costs  for 
physician  office  laboratories.    These  costs  coupled  with  the  proposed 
reduction  in  fees  could  create  significant  hardships.    We  are  very 
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concerned  that  the  number  of  laboratories  may  be  severely  diminished, 
which  would  threaten  patient  access  to  quality  laboratory  services. 

Reduction  in  Capital  and  Outpatient  Payments  to  Rural  Hospitals: 

Because  nearly  thirty  percent  of  family  physicians  practice  in  rural 
communities,  we  share  the  concern  expressed  by  many  of  the  members  of  this 
subcommittee  about  the  plight  of  rural  hospitals.    Rural  hospitals  do  not 
have  a  sufficient  volume  of  cases  in  each  DRG  to  achieve  the  averaging" 
necessary  to  survive  under  PPS.    As  you  are  well  aware,  the  typical  rural 
hospital  is  experiencing  a  negative  margin  on  its  Medicare  business.  The 
loss  of  a  rural  hospital  can  mean  the  loss  of  all  community-based  health 
care.     The  failure  of  Medicare  to  pay  its  full  share  of  capital  costs  in 
rural  hospitals  aggravates  an  already  parlous  situation. 

Vie  are  particularly  concerned  about  the  administration's  proposal  to  re- 
duce by  10  percent  payment  for  certain  hospital  outpatient  services  and  to 
reduce  by  15  percent  capital  payments  for  outpatient  services  in  all  bur 
sole  community  hospitals.     The  administration's  proposed  outpatient,  cuts 
will  disproportionately  affect  rural  nospitais,  wnich  generate  a  greater 
proportion  of  their  Medicare  income  from  outpatient  services  tnan  do  urban 
hospitals.     A  primary  goal  of  PPS  was  to  encouraee  the  movement  of 
inpatient  care  to  the  outpatient  setting  whenever  that  could  be 
accomplished  without  a  decrement  in  quality.     The  increase  in  expenditures 
for  outpatient  care  should  be  regarded  as  an  expected  result  and  a  sign  ot 
the  program ' s  success . 

In  addition,  the  reouctions  in  payment  for  outpatient  services  may  also 
have  a  negative  impact  on  ambulatory- based  graduate  medical  education 
programs,  as  noted  below. 

Changes  in  Medicare  Graduate  Medical  Education  Payments: 

The  budget  proposes  changes  in  two  areas  relating  to  Medicare  graduate 
medical  education  payments.     The  first  relates  to  the  factor  used  in 
making  indirect  medical  education  payments  to  teaching  hospitals.  The 
proposal  would  reduce  the  IME  factor  from  7.7  percent  to  4.u5  percent. 
This  proposal  would  seriously  jeopardize  many  lamiiy  practice  resiuencv 
programs.     With  their  emphasis  on  primary  care  services  provided  in  an 
ambulatory  setting,  tnese  teaching  programs  tend  to  have  costs  associated 
with  their  training  that  differ  from  inpatient  Dased  programs.  The 
Institute  of  Medicine  identified  some  of  the  factors  contriDuting  to  tne 
relatively  higher  costs  of  ambulatory  training  compared  to  inpatient 
training  such  as  the  need  for  additional  space.1  As  reductions  in  the 
Medicare  indirect  GME  payment  cause  hospitals  to  evaluate  their  commitment 
to  medical  education  programs,  we  are  concerned  that  ambulatorv- based 
primary  care  residency  programs  such  as  family  practice  will  become  less 
attractive  to  hospitals. 

Similarly,  we  are  concerned  aoout  the  impact  of  the  proposed    reform  of 
direct  GME  payments.     The  proposal  would  establish  a  per  resident  payment 
derived  from  the  national  average  of  FY  1987  resident  salaries  updated  by 
the  CPI,  with  primary  care  residents  weighted  at  180  percent  of  the  per 
resident  amount.     The  proposal  would,  by  basing  the  payment  on  salaries 
alone,  disregard  the  other  important  elements  of  direct  costs  of  graduate 
education  presently  recognized  by  the  Medicare  program,  such  as  faculty, 
classroom  and  other  costs.    While _the  suggestion  of  a  higher  weighting 
factor  for  primary  care  programs  is  attractive,  the  recalculation  of 
direct  costs  would  result  in  a  significant  payment  reduction  to  teaching 
hospitals.     The  anticipated  effect,  given  the  financial  fragility  of 
primary  care  teaching  programs,  would  be  a  threat  to  their  viability  as 
the  Medicare  revenues  to  teaching  hospitals  are  further  diminished. 


1  Primary  Care  Physicians:  Financing  Their  Graduate  Medical 
Education  in  Ambulatory  Settings.    A  Report  of  a  Study  of  the 
Instityte  of  Medicine,  Division  of  Health  Care  Services.  National 
Academy  Press,  Washington,  D.C.  1989.  p. 2-3 
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Medicaid: 

While  this  statement  has  focused  primarily  on  Medicare  related  issues,  I 
want  to  take  the  opportunity  to  briefly  discuss  the  Medicaid  program, 
specifically  as  it  relates  to  access  to  care. 

The  Academy  is  increasingly  concerned  about  access  to  care  by  the  millions 
of  uninsured  children  and  adults  and  believes  that  a  strategy  to  provide 
insurance  to  this  population  should  include  expansion  and  reform  of  the 
Medicaid  program.     We  believe  that  necessary  changes  in  the  Medicaid 
program  must  include  uniform  eligibility  levels,  a  uniform  essential 
benefit  package ,  and  payment  levels  that  are  consistent  with  Medicare 
payment  using  the  resource-based  fee  schedule.     The  Academy  supports 
efforts  of  the  Physician  Payment  Review  Commission  to  examine  the  Medicaid 
program  and  looks  forward  to  working  with  PPRC  and  Congress  to  develop 
approaches  for  reforming  this  program  and  to  develop  a  plan,  utilizing 
Medicaid  as  a  component  for  providing  access  to  insurance  for  all 
.Americans . 

Summary: 

The  American  Academv  of  Famiiv  Phvsicians  stronelv  supports  reform  of 
Medicare  physician  payment,  recently  enacted  by  Coneress.     We  believe  that 
implementation  of  this  plan  will  result  in  a  greatly  improved  Medicare 
payment  svstem  —  improved  from  tne  perspective  of  Congress,  beneficiaries 
and  physicians.     However,  we  must  ensure  that  the  transition  to  ana  umoie- 
mentation  of  the  plan  is  consistent  witft  the  comprehensive  reform  enacted 
by  Congress.     Further  modifications  to  Medicare  payment  and  policy  must  oe 
consistent  with  the  reform  in  order  to  preserve  its  integrity.     We  urge 
this  committee  to  reject  Medicare  budget  proposals  that  would  disrupt  tne 
positive  action  taken  by  Loneress .     We  rurther  caution  aeainst  additional 
changes  in  Medicare  payment  to  hospitals  that  would  leopardize  primarv 
care  education  and  impeae  access  to  care. 

Thank  you  again  for  tne  opportunitv  to  snare  the  views  or  the  American 
Academy  of  Family  Physicians.     We  look  rorward  to  worKine  witn  vou  as  we 
move  toward  an  improved  Medicare  program. 
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Chairman  Stark.  I  want  to  thank  all  of  you  gentlemen. 

Mr.  Gradison.  I  have  no  questions.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  We  will  start  with  the  surgeons.  Gerry,  the 
surgeons  face  the  greatest  reduction  in  fees,  probably  individually 
as  well  as  a  group. 

Why  are  you  suggesting,  therefore,  that  we  make  the  changes 
more  rapidly?  I  would  think  that  spreading  them  out  would  hold 
down  disruptions  among  your  members. 

Dr.  Austen.  I  am  not  sure  that  is  what  I  said. 

Did  you  think  this  was  what  I  was  suggesting?  Do  you  think  that 
I  said  that? 

Chairman  Stark.  I  thought  that  this  was  what  you  were  suggest- 
ing, but  that  

Dr.  Austen.  No.  Our  recommendation  is  that  essentially  none  of 
the  recommendations  of  the  administration  ought  to  be  put  for- 
ward. 

Chairman  Stark.  I  guess  if  we  just  had  an  across-the-board  ad- 
justment this  year,  you  would  be  speeding  it  up.  That  is  the  issue. 
But  I  agree  with  you  about  keeping  disruptions  to  a  minimum.  Ac- 
tually, I  would  just  say  this  to  everybody,  my  thought,  to  address 
some  of  Dr.  Whittington's  concerns,  was  that  we  really  should  have 
brought  all  the  winners  up  to  ground  zero  in  the  first  year.  Only 
because  then  I  had  that  many  more  votes  to  continue  the  process. 

But  the  fact  is  that  winners  do  not  pick  up  a  lot.  The  primary 
care  physicians  get  increases,  and  I  am  just  picking  these  numbers 
out  of  the  air,  but  I  am  going  to  guess  that — I  would  say  they  go 
from  $90  to  $95,  and  the  surgeons,  they  go  from  $4,000  to  $2,000. 
So,  a  lot  of  little  $5  increases  costs  the  Government  money,  but  I 
think  we  would  have  a  happier  camp  out  there  of  primary  care 
physicians  if  we  just  say  get  them  all  up  to  the  increases  of  the  rel- 
ative value  scale  right  away.  I  lost  that  grand  idea  somewhere  in 
conference  during  the  legislative  turmoil. 

But  I  guess  coming  back  to  what  the  surgeons  are  going  to  have 
to  do,  it  appears  that  there  are  some  concerns.  Dr.  Whittington 
raised  the  issue  of  what  services  should  be  included  in  the  surgical 
part.  What  I  am  saying,  as  long  as  I  have  got  both  you  guys  at  the 
witness  table,  is  why  can't  you  resolve  this  issue  between  your- 
selves? I  think  it  would  not  serve  any  of  us  well  if  we  focus  on  a 
percentage  update,  because  then  all  we  have  got  to  negotiate  with 
is  1  or  2  percent  or  if  we  split  the  difference,  1 V2  percent. 

I  think  incumbent  in  that  is  what  you  all  have  to  decide,  even 
though  there  may  be  an  index  change  from  1  to  2  percent,  there 
also  ought  to  be  some  significant  change.  You  might  want  to  take 
bloodletting  off  the  table  and  add  leeching  to  the  schedule  this 
year.  As  for  the  values,  they  ought  not  to  be  static.  That  ought  to 
be  changing  each  year  as  new  technology  becomes  available,  as  the 
learning  curve  gets  flatter.  But  that  ought  to  be  up  to  you.  That  is 
why  I  was  so  encouraged  by  the  surgeons  willing  to  participate,  al- 
though I  do  not  think  that  you  all  can  participate  in  a  vacuum.  I 
do  not  know  how  you  all  feel  about  this,  but  you  can  comment  on 
it. 

Gerry?  Dr.  Whittington. 

Dr.  Austen.  I  would  like  to  make  two  comments.  The  first  one 
relates  to  your  original  question  in  terms  of  the  very  marked 
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changes  that  surgeons  as  a  group  are  in  the  process  of  experienc- 
ing. 

I  would  just  like  to  agree  with  you  and  underscore  those  very  sig- 
nificant changes  which  is  certainly  one  of  the  many  reasons  why  I 
think  we  felt  that,  with  those  changes  in  process,  it  would  be  inap- 
propriate to  make  additional  significant  changes  involving  that 
particular  group  at  a  time  when  all  the  information  is  not  in. 

That  is  really  the  reason  why  we  have  been  so  negative  in  our 
testimony  today  regarding  the  administration's  proposal.  Our  view 
has  been  if  all  of  the  ingredients  were  ready  so  that  the  plan  could 
have  been  implemented  ahead  in  1991,  I  presume  you  would  have 
gone  ahead  and  done  it  in  1991.  You  waited  until  1992,  we  think 
for  very  good  reasons,  because  all  sorts  of  data  and  information  are 
not  available.  And  that  is  my  first  point. 

As  far  as  the  definition  of  surgical  services,  I  think  our  view  is  to 
try  to  have  a  definition  of  a  group  of  services  that  will  work,  where 
the  individuals  who  are  doing  surgery  can  consult  with  us,  and  we 
can  communicate  with  those  individuals,  educate  those  individuals, 
and  work  together  to  decrease  unnecessary  expenditures  in  the 
Medicare  program. 

As  to  exactly  how  those  services  ought  to  be  defined,  we  are  at 
present  working  with  HCFA  on  that.  And  I  must  say,  speaking  for 
myself,  I  would  have  no  problem  in  terms  of  working  in  any  way 
with  other  interested  groups. 

Chairman  Stark.  Dr.  Whittington,  would  you  care  to  comment 
on  that? 

Dr.  Whittington.  Yes,  sir.  Mr.  Chairman,  I  think  that  we  could 
easily  work  with  that,  and  I  think  it  was  the  intent  and  the  feeling 
of  our  group  that,  in  defining  these  services,  there  are  things  that 
are  going  to  have  to  be  worked  out.  But  it  should  not  be  defined  by 
specialists,  individual  specialists. 

This  is  what  one  of  the  intents  that  you  and  Congress  did,  did 
away  with  payment  differentials  by  specialties.  So  I  think  that  that 
can  certainly  be  worked  out. 

We  must  remember  that  the  undervalued  services  have  been  un- 
dervalued for  so  long  that  we  are  driving  the  doctors  out  of  rural 
America  and  out  of  small  areas.  And  we  cannot  afford  to  let  that 
happen. 

Chairman  Stark.  You've  raised  an  interesting  problem.  I  think 
you  suggested  that  rural  doctors  might  receive  a  reduction  of  19 
percent. 

Dr.  Whittington.  No.  I  think  the  PhysPRC  figures  show  about 
19  percent  of  those  doctors  will  see  a  decrease.  And  when  we 
looked  at  it  in  Oklahoma,  it  has  not  really  been  

Chairman  Stark.  How  big  a  percentage  do  you  think  that  would 
be  though? 

Dr.  Whittington.  I  am  sorry? 

Chairman  Stark.  How  much  would  the  reduction  be? 

Dr.  Whittington.  Well,  according  to  PhysPRC  figures,  they  say 
5  percent.  When  we  looked  at  it  in  Oklahoma,  it  certainly  has  not 
been  totally  geographic  because  there  are  some  of  our  areas,  in 
urban  areas,  where  a  family  physician  or  an  internist  actually  had 
larger  decreases  than  they  had  in  rural  America. 
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So  it  is  the  underserved,  undervalued  services  that  are  getting 
the  hit. 

Chairman  Stark.  We  have  a  problem  with  all  of  this.  As  I  recall 
in  looking  at  it,  the  reductions  that  physicians  in  general  would 
take  geographically,  for  instance,  would  be  roughly  30  percent, 
with  the  biggest  cuts  being  in  income.  This  is  happening,  you  know, 
in  New  York,  in  Manhattan,  and  Los  Angeles.  It  is  also  probably 
just  happenstance  that  Chicago  and  San  Francisco  were  both  even. 

I  would  like  to  hire  the  person  that  designed  that  random  result. 
I  do  not  know  how  we  can  correct  those  differences,  which  brings 
me  to  my  next  question,  again  for  all  of  you. 

We  are  going  to  be  held  responsible  for  some  amount  of  cuts.  But 
the  hospitals  say  the  increase  has  been  held  down,  and  I  would  be 
inclined  to  agree  with  them.  The  DRG's  are  an  arbitrary,  unfair, 
hammer-handed  approach  to  saving  money.  But  it  works  from  the 
standpoint  that  the  rate  increase  has  not  gone  up  too  much. 

There  has  been  a  whole  lot  of  perhaps  bad  fall-out,  and  there  has 
been  shifting  of  procedures  to  outpatient  clinics  and  so  forth. 

Now,  the  budget  reductions  tend  to  focus  on  you  all  this  year.  I 
am  just  trying  to  figure  out  if  whatever  the  budget  number,  that 
when  we  are  given  our  marching  orders,  that  we  are  able  to  figure 
out  a  way  to  allocate. 

What  would  you  gentlemen  suggest?  One  of  my  thoughts  is  that 
with  some  overpriced  procedures,  there  have  got  to  be  some  stand- 
outs that  are  way  off  the  curve,  that  if  the  average  procedure  is  15 
percent  higher  than  it  is  going  to  be  when  we  anticipate  the  new 
payment  coming  into  effect,  there  may  be  some  services  which  are 
20  and  30  percent  higher,  and  maybe — for  us,  that  is  an  easy  way. 
We  can  look  at  a  chart,  we  can  get  recommendations  from 
PhysPRC,  and  we  could  say,  look,  they  are  30  percent  higher,  let  us 
take  them  down  10  percent.  We  know  who  will  complain,  but  we  do 
not  think  that  they  will  be  destitute. 

I  thought  the  administration's  suggestion  of  giving  an  update  to 
primary  care  physicians  looked  all  right  to  me.  But  we  are  going  to 
have  to  get  enough  votes  out  of  11  of  us  in  everything.  We  are 
going  to  have  to  deal  with  the  rural  constituency,  which  is  stronger 
in  the  Senate  than  it  is  in  the  House,  who  have  concerns  about 
their  hospitals.  We  are  going  to  have  to  deal  with  inner-city  inter- 
ests. We  have  got  a  graduate  medical  education  program  that  is 
funded  through  Medicare  and  there  are  various  pressures  there. 

Somehow,  whether  it  is  $2  or  $5  billion,  we  have  to  come  out 
with  a  package  that  I  can  get  at  least  9  of  the  11  members  on  this 
subcommittee  to  agree  to. 

How  do  we  do  it  on  the  physician  side?  What  are  the  priorities? 

It  will  be  much  easier  for  us  4  years  from  now,  assuming  we 
make  the  transition.  Then  we  will  be  talking  about  a  system  that 
has  a  much  more  empirical  basis  and  has  some  rationale.  Right 
now,  we  are  kind  of  sitting  around  wondering  what  to  do. 

Dr.  Whittington.  I  would  think  that  the  value  performance 
standards  are  going  to  be  some  help  to  us.  And  granted  we  are  in  a 
transition.  So  we  really  do  not  know  exactly  how  that  is  going  to 
carry  us. 

But  I  think  that,  as  you  proceed  into  this  with  the  intent  that 
you  undertook  the  whole  system  of  trying  to  make  it  equitable, 
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then  that  is  where  we  have  to  go.  And  if  this  year  means  that  we 
cannot  cut  the  budget  as  much  as  we  would  really  like  to  see  how 
those  cuts  are  going  to  work,  then  I  would  say  you  buy  a  little 
time. 

Knowing  that  we  have  got  to  have  some  cuts,  I  think  that  we  can 
have  those  and  still  preserve  the  intent  that  you,  the  subcommit- 
tee, and  you  the  Congress  have  in  mind. 

Chairman  Stark.  OK.  Dr.  Maynard. 

Dr.  Maynard.  Well,  I  would  support  that  general  position.  Cer- 
tainly your  issue  at  the  moment  is  what  your  short-term  savings 
should  come  out  of.  And  it  is  logical  that  if  you  have  some  glaring 
outliers  of  procedures  or  services  or  localities  that  you  can  concen- 
trate your  attention  on  those  extremes,  those  outliers,  as  best  the 
data  would  permit,  and  to  look  for  your  savings  in  those  areas. 

Chairman  Stark.  If  only  we  had  had  more  genuine  leather  seat- 
lift  chairs,  then  life  would  be  a  lot  easier  for  us. 

Dr.  Maynard.  I  certainly  would  hate  to  see  those  savings  come 
out  of  the  undervalued  primary  care  procedures. 

Chairman  Stark.  I  get  the  feeling  that  they  are  all  looking  at 
you. 

Dr.  Austen.  I  would  just  repeat  what  I  said  in  my  testimony, 
namely,  that  this  is  a  transition  period,  as  others  have  said.  We  do 
have  some  requirements,  some  things  that  you  have  to  do  in  terms 
of  getting  the  funds  out  of  the  system.  And  our  view  is  to  urge  you 
to  do  it  in  a  way  that  will  not  be  destructive  to  the  major  plan. 

We  believe  the  best  way  of  doing  that  is  to  do  it  with  an  across- 
the-board  reduction  for  everybody. 

Chairman  Stark.  Would  you  then  say,  if  it  was  an  across-the- 
board  reduction,  that  it  would  make  sense  to  at  least  not  make  re- 
ductions in  those  services  which  need  to  be  increased? 

Dr.  Austen.  Yes,  sir,  you  are  implying  that  the  data  are  avail- 
able to  answer  that  question  in  an  accurate  fashion. 

Chairman  Stark.  Well,  I  know.  All  we  have  is  the  relative 
values.  But  basically  that  is  what  the  administration  is  suggesting 
when  they  recommend  giving  an  increase  to  the  primary  care  phy- 
sicians. They  are  presuming  that  most  of  them  are  below  zero  base, 
and  the  specialties  above  zero. 

So  they  had  reductions  in  individual  fees  but  with  the  primary 
care  physicians,  they  had  increases.  It  would  not  make  any  sense  to 
cut  primary  care.  It  takes  them  further  away  from  the  5-year  goal. 
On  the  other  hand,  I  am  not  so  sure  they  would  like  us  to,  because 
if  we  move  the  surgeons  down,  move  primary  care  up,  everybody 
gets  closer  to  zero.  That  does  not  save  money. 

So,  at  least,  it  would  seem  to  me  in  fairness,  do  not  lower  pri- 
mary care  but  lower  those  above  the  zero  base. 

I  do  not  know  how  popular  that  would  be,  but  that  would  make 
some  sense  to  me. 

Dr.  Whittington.  It  certainly  seems  to  me  that  that  would  go 
along  with  the  intent  that  Congress  had. 

Chairman  Stark.  I  am  trying  to  get  the  surgeons  

Dr.  Austen.  Well,  I  would  say  it  seems  to  me  that  it  would  be 
better  than  what  is  on  the  table  at  present. 

Chairman  Stark.  I  want  to  thank  you  all  for  helping  us.  We  will 
need  to  stay  in  close  touch. 
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I  do  not  think  the  reductions  will  be  as  large  as  the  administra- 
tion has  suggested,  but  we  have  to  make  adjustments,  for  two  rea- 
sons. One,  to  meet  our  targets  under  Gramm-Rudman,  which  is  not 
as  good  a  reason  to  me,  and  second,  to  see  that  we  make  some 
progress  towards  a  system  for  reimbursement  that  you  can  partici- 
pate in  with  us. 

I  think  getting  from  here  to  that  system  is  probably  the  most 
critical  time.  So  I  will  look  forward  to  having  your  suggestions  and 
help  as  we  try  to  work  all  of  this  out  this  year. 

Thanks  very  much  for  all  the  help  you  have  given. 

[Whereupon,  at  12:46  p.m.,  the  hearing  was  adjourned.] 

[Submissions  for  the  record  follow:] 
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AMERICAN  ACADEMY  OF  NEUROLOGY 


The  American  Academy  Neurology  (the  Academy)  appreciates  this  opportunity  to  present 
the  views  of  neurologists,  nationwide  on  fiscal  year  (FY)  1991  budget  issues  as  it  relates 
to  physician  payment  under  Medicare  to  the  House  Subcommittee  on  Health,  Ways  and 
Means  Committee. 

The  Academy  is  a  national  medical  specialty  association  of  over  10,000  neurologists  and 
neuroscientists  devoted  to  the  study,  care  and  treatment  of  neurological  disorders  such 
as  Alzheimer's  and  Parkinson's  disease,  multiple  sclerosis,  and  stroke.  Many  of  the 
patients  served  by  Academy  members  are  elderly  and/or  frail  Medicare  beneficiaries, 
often  in  need  of  long-term  medical  care. 

As  the  Subcommittee  knows,  Congress,  through  the  Omnibus  Budget  Reconciliation  Act 
of  1989  (OBRA  '89)  created  a  three  part  Medicare  physician  payment  reform  plan  as 
developed  in  part  by  the  Subcommittee's  efforts.  The  Academy  will,  here,  address  the 
effects  of  this  plan  on  neurologists  and  the  patients  we  care  for,  and  discuss  the 
Academy's  views  on  implementation,  including  budgetary  concerns. 


Need  for  Continued  Refinement  of  the  RBRVS; 

The  Academy  fully  supports  the  idea  of  a  Medicare  fee  schedule,  physician  payment 
system,  based  on  a  resource-based  relative  value  scale  (RBRVS)  as  adopted  by  Congress 
as  part  of  OBRA  '89.  The  Academy  believes,  however,  that  much  work  still  lies  ahead 
toward  continued  development  and  refinement  of  the  RBRVS,  and  reform  of  the  coding 
system  used  by  carriers  and  physicians  as  a  mechanism  for  identifying  and  defining 
physician  services  for  reimbursement  purposes.  Members  of  the  Academy  have  been 
involved  in  the  work  of  the  RBRVS  development  since  the  first  Technical  Consulting 
Panel  met  in  Boston  in  1986.  We  have  continually  served  on  Harvard's  Technical 
Consulting  Groups,  participated  in  the  Physician  Payment  Review  Commission's  (PPRC) 
log-diary  survey,  and  currently  serve  on  a  panel  jointly  convened  by  the  PPRC  and  the 
American  Medical  Association  (AMA)  to  reform  the  CPT  coding  system  for  evaluation 
and  management  services. 

Neurologists,  are  now  under  survey  as  part  of  the  second  phase  of  the  Harvard  RBRVS 
study.  When  completed,  as  expected  at  the  end  of  1990,  the  Academy  hopes  to  be  in  a 
position  to  fully  endorse,  without  reservation,  a  Medicare  physician  payment  fee  schedule 
based  on  the  RBRVS  project.  We  are  optimistic  that  phase  II  of  the  study  will  document 
the  very  distinct  and  unique  cognitive  services  that  neurologists  provide,  including  the 
usual  lengthy  and  complex  neurologic  examination  and  medical  history.  Review  of  all 
previous  test  results  is  also  commonplace  before  and/or  after  a  neurological  visit, 
requiring  much  time  and  specialized  experience  and  education.  Given  this,  the  Academy 
is  concerned  that  the  coding  system  accurately  reflect  the  unique  services  that 
neurologists  provide  to  patients  with  often  complex  and  severe  forms  of  illness  so  that 
payment  can  be  equitably  provided.  Specifically,  the  Academy  recommends  the  use  of  a 
neurological  evaluation  modifier  to  be  used  as  an  appendage  to  the  CPT  code  for  taking  a 
patient's  history  and  rendering  a  physical  examination.  Special  additional  training  and 
experience  are  required  for  a  neurological  examination  and  its  interpretation.  A 
neurological  evaluation  modifier  to  a  CPT  code  would  reflect  the  differences  between 
neurologists  and  other  physicians  in  terms  of  the  work,  time,  and  effort  involved  in 
providing  these  services. 

OBRA  '8S  requires  the  Secretary  of  the  Department  of  Health  and  Human  Services  (HHS) 
to  establish  a  uniform  procedure  coding  system  for  the  coding  of  all  physician  services. 
The  Secretary  is  also  granted  the  discretion  to  incorporate  the  use  of  time  for  visits  and 
consultations  after  January  1,  1993.  This  is  eighteen  months  after  the  due  date  for  a 
study  also  required  of  the  Secretary  on  the  desirability  of  including  time  as  a  factor  in 
establishing  visit  codes  (due  July  1,  1991).  In  addition,  the  Secretary  is  also  required  to 
consult  with  the  PPRC  as  well  as  organizations  representing  physicians,  in  establishing 
the  coding  system.  The  Academy  hopes  the  Congress  will  provide  appropriate  oversight 
in  assuring  that  the  Secretary  hold  to  the  coding  report  date,  and  that  the  Secretary 
consult  with  affected  physician  organizations  on  the  establishment  of  a  coding  system 
prior  to,  and  after  the  start  of  the  phase-in  of  the  RBRVS  fee  schedule  in  1992. 
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Medicare  Volume  Performance  Standards  (VPS)  and  the  Dollar  Conversion  Factor; 

The  Academy  is  concerned  over  the  development  of  a  separate  Medicare  volume 
performance  standard  (VPS)  for  surgical  services  as  required  by  OBRA  '89.  The  Act 
requires  the  Secretary  of  HHS  to  determine  a  target  rate  of  increase  separately  for  the 
category  of  surgical  services,  or  for  such  other  categories  of  services  in  which  the 
Secretary  deems  appropriate.  The  Academy  believes  that  there  should  be  only  one  target 
or  VPS  for  all  physician  services  to  keep  the  relativity  of  the  RBRVS  fee  schedule  intact, 
and  to  prevent  the  medical  profession  from  dividing  into  different  groups  to  negotiate 
their  own  targets.  To  this  end,  the  Academy  recommends  that  Congress  reject  any 
separate  targets  developed  by  the  Secretary. 

In  addition,  if  Congress  decides  to  implement  separate  VPS  by  categories  of  services,  the 
Academy  recommends  that  there  be  no  separate  dollar  conversion  factor  fee  update  for 
those  services.  Again,  this  would  eliminate  further  undermining  of  the  relativity  of  the 
RBRVS  fee  schedule,  and  prevent  the  medical  profession  from  pitting  themselves  against 
each  other.  Clearly,  the  profession  needs  to  work  together  to  identify  ways  of 
effectively  controlling  the  volume  of  all  physician  services. 

The  Academy  is  also  concerned  over  how  the  dollar  conversion  factor,  which  will  convert 
the  RBRVS  into  a  dollar  fee  schedule,  will  be  calculated  by  HHS.  In  its  Report  to 
Congress  --  Relative  Value  Scales:  Issues  and  Options  (October  1989),  the  Secretary 
makes  the  assumption  that  physicians  who  receive  reduced  payments  under  the  new  fee 
schedule  will  offset  their  losses  by  increasing  the  volume  and  intensity  of  their  services 
by  approximately  50  percent.  "It  is  the  position  of  the  Department  that  the  50  percent 
behavioral  response  is  most  likely."  This  same  report  also  claims  that  there  are  no 
undervalued  services  —  a  statement  clearly  contrary  to  the  opinion  of  Congress,  and  the 
PPRC.  Given  the  Department's  faulty  reasoning,  the  Academy  has  doubts  as  to  whether 
the  conversion  factor  will  be  accurately  calculated  by  the  Department.  The  Academy 
specifically  urges  Congress  to  make  certain  that  the  Department  refrain  from  using  any 
unsupported  and  unverified  physician  behavioral  assumptions  regarding  increases  in 
volume  and  intensity  of  services.  An  erroneous  assumption  would  undermine  the  purpose 
in  enacting  a  Medicare  fee  schedule  based  on  the  RBRVS. 

To  eliminate  unnecessary,  inefficient,  and  ineffective  services  from  medical  practice, 
and  enable  physicians  to  render  a  higher  quality  care  through  informed  decision-making, 
the  Academy  fully  supports  outcomes  and  effectiveness  research,  and  the  development  of 
practice  guidelines  based  on  such  research  with  the  involvement  of  the  physician, 
including  the  neurology  community  throughout  the  process.  The  Academy  sincerely 
believes  that  this  is  the  most  reasonable  and  intelligent  effort  to  control  the  volume  of 
inefficient  services.  Attempting  to  control  the  volume  of  other,  necessary  services,  even 
in  light  of  the  federal  budget  deficit,  will  only  lead  to  greater  access  to  health  care 
problems,  and  implicit  and  explicit  rationing  of  medical  care. 


Administration's  Budget  Proposals  to  Cut  Part  B  of  the  Medicare  Program; 

The  Administration's  fiscal  year  1991  budget  proposal  contains  provisions  to  cut  Medicare 
Part  B  by  as  much  as  $2.2  billion.  The  magnitude  of  this  figure  is  cause  for  serious 
concern.  During  the  past  decade,  Medicare  has  contributed  more  than  any  other  program 
to  spending  cuts.  The  Academy  believes  that  continuation  of  such  drastic  reductions  will 
in  both  the  short  and  long  terms  have  a  deleterious  effect  on  the  level  and  quality  of  care 
delivered  to  Medicare  beneficiaries.  The  proposed  cuts  are,  without  question, 
unreasonable.  The  Academy  urges  Congress  not  to  further  compromise  the  integrity  of 
the  Medicare  program  in  its  coming  budgetary  deliberations. 

In  addition,  the  magnitude  of  the  cuts  to  Part  B  will  undermine  Congress'  intent  in 
enacting  the  physician  payment  reform  Medicare  fee  schedule,  even  before  it  is 
implemented.  The  RBRVS  fee  schedule  was  legislated  by  Congress  to  be  budget  neutral, 
but  the  enormous  size  of  the  budget  cuts  will  fundamentally  deprive  the  RBRVS  of  its 
budget  neutrality.  The  ultimate  redistributive  goal  of  the  RBRVS  would  be  destroyed 
because  there  will  not  be  enough  funds  if  cuts  remain  at  the  magnitude  of  $2.2  billion  to 
shift  payment  resources  from  one  specialty  or  geographic  area  to  another.  The  Academy 
implores  Congress  not  to  use  the  RBRVS  to  ratchet  down  Part  B  costs. 
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Balance  Billing  Limits; 

The  Academy  is  disconcerted  over  the  gap  between  the  phase-in  of  the  RBRVS  beginning 
in  1992  and  the  balance  billing  limit  of  125  percent  of  actual  charges  in  1991.  This 
limitation  on  balance  billing  in  1991  would  lower  payments  for  undervalued  services,  such 
as  visits,  and  lower  payments  in  underserved  and  undervalued  areas  —  the  very  services 
and  areas  that  the  new  payment  schedule  is  supposed  to  provide  increases  to  —  prior  to 
the  increases  in  payments  that  would  occur  under  the  fee  schedule  beginning  in  1992. 
While  the  Academy  fully  supports  limits  on  what  physicians  may  charge  for  individuals 
who  cannot  afford  to  pay,  the  gap  between  the  phase-in  in  1992  and  the  limits  on  balance 
billing  in  1991  is  clearly  incongruous  with  the  goals  of  enacting  the  RBRVS  Medicare  fee 
schedule.  It  is  precisely  those  whom  the  new  fee  schedule  is  to  reward  who  will  be 
further  penalized  for  this  one  year  period.  This  will  create  serious  hardships  in  1991 
especially  for  physicians  in  rural  areas,  primary  care  physicians  and  neurologists  who  are 
slated  to  suffer  the  most.  Clearly,  this  is  not  Congress'  intention.  Therefore,  to  correct 
this  inconsistency  in  the  legislation,  the  Academy  recommends  that  Congress  either 
eliminate  the  balance  billing  limits  in  1991  for  those  undervalued  services  and 
underserved  areas  which  would  be  affected,  or  provide  special  payment  updates  for  those 
services  or  areas. 


Conclusion; 

The  American  Academy  of  Neurology  commends  the  Subcommittee  for  all  the  work  its 
done  toward  enacting  the  physician  payment  reform  legislation.  To  keep  the  integrity  of 
this  paramount  legislation  and  the  Medicare  program  intact,  the  Academy: 

o     recommends  that  Congress  provide  oversight  to  ensure  that  the  Secretary  of  HHS 
appropriately  establishes  a  uniform  coding  system  for  physician  services,  including 
that  the  Secretary  hold  to  the  report  date  mandated  by  Congress  on  the  desirability 
of  including  time  as  a  factor  in  establishing  codes  for  visits,  and  assuring  that  the 
Secretary  consult  with  affected  physician  organizations  on  the  establishment  of  the 
coding  system,  as  is  required,  prior  to  and  after  the  start  of  the  fee  schedule. 

o     recommends  that  Congress  reject  separate  VPSs.  The  Academy  believes  that  there 
should  be  only  one  VPS  and  one  conversion  factor  for  all  physician  services. 

o     recommends  that  Congress  make  certain  that  the  Department  of  HHS  refrain  from 
using  any  physician  behavioral  assumptions  regarding  increases  in  the  volume  and 
intensity  of  services.  Such  a  figure  must  be  documented  before  it  can  be  used  as  a 
variable  in  setting  the  VPS.  An  erroneous  assumption  would  undermine  the  Medicare 
fee  schedule. 

o     supports  effectiveness  and  outcomes  research  and  the  development  of  practice 
guidelines  based  on  such  research  with  the  involvement  of  the  neurology 
community.  The  Academy  believes  that  attempts  to  control  the  volume  and 
intensity  of  services  in  any  other  way  will  lead  to  increased  access  to  health  care 
problems  and  the  implicit  and/or  explicit  rationing  of  medical  care. 

o     recommends  that  Congress  not  use  the  RBRVS  Medicare  fee  schedule  to  drastically 
cut  down  Part  B  costs.  The  magnitude  of  the  $2.2  billion  in  cuts  to  Part  B  of  the 
Medicare  program  clearly  exceeds  an  amount  needed  to  maintain  the  budget 
neutrality  of  the  RBRVS.  That  is,  with  the  magnitude  of  such  cuts,  there  will  not  be 
sufficient  funds  to  shift  payment  to  undervalued  services  and  areas  —  the  underlying 
goal  of  the  RBRVS  methodology. 

o     recommends  that  Congress  amend  OBRA  '89  to  close  the  gap  between  the  balance 
billing  limitation  of  125  percent  of  actual  charges  in  1991  and  the  start  of  the  phase- 
in  in  1992.  Congress  should  either  eliminate  the  limitation  in  1991  for  undervalued 
services  and  areas  —  those  who  are  slated  to  increase  under  the  fee  schedule  in 
1992,  or  provide  special  fee  updates  to  those  services  and  areas  in  1991  so  that 
further  payment  inequities  are  not  perpetrated. 

The  American  Academy  of  Neurology  again  thanks  the  Subcommittee  for  this  opportunity 
to  present  its  views  on  behalf  of  its  members  on  budget  issues  related  to  Part  B  of  the 
Medicare  program,  and  for  all  the  work  the  Subcommittee  has  done,  and  is  doing  toward 
enactment  and  implementation  of  the  historic  physician  payment  reform  legislation 
effort.  The  Academy  stands  ready  to  assist  you  in  your  deliberations  on  budgetary 
matters  and  in  the  ultimate  goal  of  better  health  care  for  all  Americans. 
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STATEMENT  OF  BYRON  C.    PEVEHOUSE ,    M.D.,    ON  BEHALF  OF  THE  AMERICAN 
ASSOCIATION  OF  NEUROLOGICAL  SURGEONS  AND  THE  CONGRESS  OF  NEUROLOGICAL 
SURGEONS 

Mr.   Chairman,  Members  of  the  Committee,   thank  you  for  the 
opportunity  to  express  certain  views  on  the  President's  budget 
proposals   for  Fiscal  Year  1991.     I  am  Byron  C.   Pevehouse,  M.D.,  a 
practicing  neurosurgeon  from  San  Francisco,  California  and  Past 
President  of  the  American  Association  of  Neurological  Surgeons. 
I  am  here  representing  over  3,000  members  of  the  American 
Association  of  Neurological  Surgeons    (AANS)    and  the  Congress  of 
Neurological  Surgeons    (CNS) . 

In  a  general  sense,  we  are  deeply  concerned  about  the 
differing  signals  and  indeed  contradictions  between  the 
President's  FY  91  recommendations  and  the  policies  contained  in 
the  Omnibus  Reconciliation  Act  of  1989    (OBRA)    and  previous  years. 
The  neurosurgery  community  accepted  the  1989  OBRA  reforms  with 
some  exceptions  which  I  will  address  later.     We  have  cooperated 
in  good  faith  with  the  Hsiao  RBRVS  research.     We  have  developed  a 
working  relationship  with  the  Physician  Payment  Review  Commission 
(PPRC)    and  are  prepared  to  be  full  partners  when  they  convene 
specialty-specific  and  cross-specialty  panels  to  refine  the  Hsiao 
research.     We  have  worked  closely  with  the  PPRC  on  the  global  fee 
schedule.     We  have  taken  the  initiative  and  are  developing 
practice  parameters.     We  will  cooperate  with  the  Health  Care 
Financing  Administration  in  the  formulation  of  surgical  volume 
performance  standards.     Now  we  see  in  the  Administration's 
proposal  a  disregard  for  this  on-going  process.     Little  wonder 
that  many  physicians  are  rightfully  concerned  and  skeptical. 


Over  Priced  Procedures 

When  the  PPRC  first  submitted  "over  priced"   lists  to  the 
Congress,  we  challenged  the  data  base  and  the  methodology  used  to 
assemble  the  lists.     We  continue  to  question  the  validity  of 
certain  of  the  PPRC  assumptions,   however  the  AANS  and  the  CNS  do 
accept  the  basic  concept  of  reductions  for  certain  procedures. 
We  do  not  agree  with  the  administration's  proposal  for  an 
acceleration  of  the  fee  reductions  for  over  priced  procedures. 
This  recommendation  was  made  to  the  Congress  notwithstanding  that 
the  Hsiao  group  has  not  completed  its  work  on  the  second  phase  of 
their  RBRVS  surveys.  Thus  there  is  an  absence  of  reliable  data  to 
estimate  individual  values  for  surgical  procedures  —  much  less 
justify  a  mid-stream  change.     We  believe  there  is  a  basic 
fundamental  responsibility  to  keep  faith  with  the  surgical 
community  on  this  emotionally  charged  issue.     Therefore,  we 
recommend  that  the  Committee  reject  this  proposal  pending  the 
completion  of  the  physician  payment  reform  package. 

Reductions  in  Prevailing  Charges  for  New  Physicians 

The  Administration  extends  to  four  years  the  reduction  in 
the  payments  to  new  physicians  established  by  the  Congress  in 
OBRA  87  and  OBRA  89.     This  proposal  is  at  best  arbitrary  —  why 
not  the  fifth,   sixth  or  seventh  year  of  practice.     This  Committee 
may  not  be  aware  that  the  Medicare  carriers  are  not  implementing 
this  in  a  uniform  manner.      It  is  our  understanding  that  only  new 
physicians  entering  into  solo  practice  are  being  limited  to  80 
percent  of  the  prevailing  charge  because  of  technical 
difficulties  in  identifying  charges  by  new  physicians  who  join 
existing  groups.     It  is  patently  unfair  and  inequitable  to  single 
out  the  physician  who  has  just  completed  residency  training  and 
chooses  to  establish  a  solo  practice.     Usually  the  physician  has 
large  debts  existing  from  medical  school  and  postgraduate 
training  and  now  is  assuming  a  new  debt  to  start  up  a  practice. 
Why  subject  him  to  an  80  percent  limitation  while  the  counterpart 
"new  physician"  who  joins  a  physician  already  in  practice  or  a 
large  medical  group,  clinic,  or  medical  school  faculty  is  not 
subject  to  such  a  limitation? 

Congress,  for  purposes  of  equality,  should  repeal  the  entire 
section  on  limitation  of  charges  for  new  physicians  until  the 
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Medicare  carriers  can  identify  the  charges  of  all  new  physicians 
in  a  uniform  fashion. 


Assistants  at  Surgery 

The  complexity  of  most  major  neurosurgical  operations 
requires  a  fully  qualified  assistant  surgeon.     Technical  aspects 
include  assisting  in  careful  positioning  of  the  patient,  perform- 
ing various  preparatory  steps  of  insertion  of  catheters  and 
monitoring  lines,  protection  of  pressure  points,   surgical  draping 
of  the  patient,   and  then  manipulation  of  various  instruments 
during  surgery  such  as  fluid  irrigation  tips,   suction  tips, 
bipolar  hemostatic  forceps,   gentle  and  flexible  use  of  retractors 
on  nervous  tissue.     All  are  done  concurrently  with  the  use  by  the 
primary  surgeon  of  the  neurosurgical  instruments  to  perform  the 
actual  surgical  procedure. 

The  use  of  a  fully-trained  neurosurgeon  as  an  assistant 
surgeon  has  evolved  over  the  years  throughout  the  United  States 
to  achieve  the  highest  quality  of  care  and  outcome  for  the 
patient  undergoing  a  neurosurgical  procedure.     The  two  surgeons 
working  together  reduce  the  overall  time  required  for  the 
procedure,   lower  the  risk  of  complications,   and  reduce  the  cost 
for  anesthesia  and  the  operating  room,  both  of  which  are  charged 
on  a  basis  of  time. 

All  historical  charge  data  and  the  OBRA  89  legislation  to 
construct  a  Resource  Based  Relative  Value  Scale    (RBRVS)    for  the 
"global  surgical  fee"  concept  have  been  predicated  on  payment 
just  to  the  principal  surgeon.     All  details  of  the  work  of  the 
PPRC  for  pre-operative ,   intra-operative  and  post-operative  care 
for  a  surgical  procedure  have  been  based  only  on  the  fee  for  the 
principal  surgeon.     To  obtain  qualified  assistant  surgeons  and 
pay  a  reasonable  fee  for  the  required  skill,   it  has  been  neces- 
sary to  pay  20-25%  of  the  fee  of  the  principal  surgeon.  This 
methodology  has  evolved  over  many  years  and  has  been  accepted  and 
found  satisfactory  by  surgeons,  patients,  private  sector  insur- 
ance companies,   and  governmental  agencies.     To  propose  now  that 
the  surgeon  split  the  surgical  fee  with  another  surgeon  will  be 
disruptive  to  surgical  care  with  unpredictable  and  potentially 
negative  results. 

We  do  not  believe  that  you  would  propose  that  pilots  of  our 
commercial  airplanes  pay  for  co-pilots  out  of  their  own  salary  to 
dispense  with  the  use  of  a  co-pilot  as  a  cost-saving  measure. 
This  analogy  is  very  similar  to  what  the  President  is  proposing 
for  the  surgeons  of  this  country. 

In  this  regard,  we  subscribe  to  the  suggestion  presented  to 
the  Senate  Finance  Committee  by  the  PPRC. 

The  Commission  plans  to  explore  two  alternatives  to  the 
Administration's  proposal.     First,   lists  of  surgical 
procedures  could  be  developed  for  which  no  payment 
would  be  made  for  assistants  at  surgery.     These  could 
be  developed  by  reference  to  data  on  incidence  of  use 
of  assistants  at  various  geographic  locations.  For 
each  CPT  code  in  which  assistants  are  seldom  used  at  a 
substantial  number  of  nonteaching  hospitals,  Medicare 
would  not  pay  for  any  assistants.     The  second  alterna- 
tive would  have  hospitals  pay  for  assistants  at  sur- 
gery.    The  primary  surgeon  would  negotiate  with  the 
hospital  as  to  whether  an  M.D.   assistant  or  an  operat- 
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ing  room  nurse  should  be  provided  for  an  operation, 
either  of  which  would  be  paid  by  the  hospital.  Medi- 
care payments  to  hospitals  under  the  Prospective 
Payment  System  would  have  to  be  increased  slightly  to 
cover  these  costs. 

We  suggest  that  you  direct  the  PPRC  to  undertake  these 
studies  with  a  short  reporting  time...  perhaps  six  months. 


Reduce  Global  Fee 

The  global  fee  schedule  will  be  completed  in  about  12 
months,  or  in  eight  months  from  an  estimated  time  that  the 
Congress  will  complete  a  budget.     This  process  is  in  its  critical 
final  stages  of  calibrating  values  and  we  see  no  reason  to  act 
prior  to  that  time. 

Conclusion 

In  conclusion,   this  Committee  has  worked  closely  with 
organized  medicine  in  the  development  of  the  RBRVS  (American 
Medical  Association)   and  the  Medicare  Volume  Performance 
Standards    (American  College  of  Surgeons) .     This  is  not  the  time 
—  the  eleventh  hour  of  the  reform  process  --  to  impose  on  the 
surgeons  of  this  country  arbitrary  budget  reductions  that  ignore 
quality,   equity  and  access. 

Members  of  the  Committee,  we  find  the  President's  budget 
proposals  contradictory  and  harmful  to  the  orderly  process  of 
physician  payment  changes  enacted  by  the  Congress  in  various 
reconciliation  bills.     This  is  not  the  time  to  break  faith  with 
the  surgical  community.     We  therefore  urge  you  to  reject  the 
Administration's  Part  B  budget  plan. 

We  recognize  the  need  for  budget  cuts  to  comply  with  the 
Graham-Rudman-Hollings  Act.     We  propose  as  an  interim  measure  you 
enact  an  across-the-board  reduction  in  physician  fees;  thus 
allowing  the  payment  reform  programs  to  go  forward  as  enacted  by 
the  Congress. 

Thank  you. 
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STATEMENT  OF 
THE  AMERICAN  COLLEGE  OF  NUCLEAR  PHYSICIANS 
AND 

THE  SOCIETY  OF  NUCLEAR  MEDICINE 

The  Physician  Payment  Review  Commission  has  recommended  significant  revisions 
in  the  radiology  fee  schedule  before  it  is  incorporated  into  the  resource-  based 
reimbursement  system  beginning  in  1992. 

The  American  College  of  Nuclear  Physicians  and  the  Society  of  Nuclear  Medicine 
believe  that  the  values  for  nuclear  medicine  contained  in  the  radiology  fee 
schedule  were  derived  from  faulty  and  incomplete  data.  The  radiology  fee 
schedule  does  not,  therefore,  provide  an  equitable  basis  for  determining 
reimbursement  for  nuclear  medicine  procedures.  The  College  and  the  Society 
recommend  that  nuclear  medicine  be  exempted  from  the  radiology  fee  schedule,  for 
both  1991  and  subsequent  years,  and  that  their  reimbursement  be  based  on  UCR 
until  implementation  of  the  resource-based  relative  value  system. 


The  American  College  of  Nuclear  Physicians  and  the  the  Society  of  Nuclear 
Medicine  represent  the  practitioners  of  nuclear  medicine,  in  total  more  than 
12,000  nuclear  medicine  physicians,  scientists  and  nuclear  medicine  tech- 
nologists. 

Nuclear  medicine,  one  of  the  newest  medical  specialties,  remains  on  the  forefront 
of  new  diagnostic  and  therapeutic  procedures.  Each  year  in  this  country  over 
100  million  nuclear  medicine  examinations  are  performed,  either  on  the  patient 
himself,  or  on  specimens  of  body  fluids  and  tissues.  Any  patient  entering  a 
hospital  is  very  likely  to  have  at  least  one  nuclear  medicine  procedure  during 
his  stay. 

An  understanding  of  the  differences  between  nuclear  medicine  and  radiology  is 
critical  to  developing  proper  values  for  reimbursement  of  nuclear  medicine  under 
a  resource-based  relative  value  scale. 

Nuclear  medicine  suffers  from  an  identity  crisis  outside  our  own  field.  We  are 
often  confused  with  our  colleagues  in  diagnostic  radiology.  This  confusion 
arises  because,  for  some  of  our  procedures,  the  output  is  on  film  that  is  similar 
to  x-ray  film.  That  however,  is  where  the  similarity  ends.  Nuclear  medicine 
is  not  radiology. 

Perhaps  the  differences  between  radiology  and  nuclear  medicine  can  be  demon- 
strated by  looking  at  several  representative  procedures. 

The  first  of  these  is  bone  imaging  and  bone  x-ray.  In  a  bone  x-ray,  a  beam  of 
x-rays  is  passed  through  the  bone  in  question  and  a  "snapshot"  of  what  that  bone 
looks  like  at  that  instant  is  made.  The  entire  life  history  of  the  bone  is 
represented  on  the  ANATOMIC  image  of  the  bone. 

A  bone  scan  image  however,  is  as  far  from  an  x-ray  as  one  can  get.  In  this  case 
the  patient  is  given  a  radioactive  drug  (radiopharmaceutical)  intravenously, 
which  has  been  designed  by  a  radiochemist  to  localize  in  bones.  The  factors  that 
affect  the  radiopharmaceutical  localization  relate  to  the  metabolic  activity  in 
the  bone,  rather  than  its  anatomy.  A  bone  image  is  a  "snapshot"  of  the  METABOLIC 
activity  of  the  bone  at  the  time  of  the  Image. 

Because  we  study  metabolism,  rather  than  anatomy,  studies  have  shown  that 
metastatic  cancer  in  bone  may  be  visualized  six  to  18  months  earlier  on  the  bone 
image  than  the  x-ray.  Before  nuclear  medicine  became  available,  whole  body 
x-rays  were  taken  of  the  skeleton  when  metastatic  bone  cancer  was  suspected. 
Thirty  to  fifty  percent  destruction  of  the  bone  architecture  is  required  before 
the  metastases  could  be  detected  by  x-ray.  Bone  Imaging  with  radionuclides  has 
now  completely  replaced  the  x-ray  as  the  Initial  screen,  as  this  image  of 
metabolic  activity  will  detect  an  abnormal  focal  Increase  in  the  area  of  the 
metastasis  long  before  it  can  be  seen  on  an  x-ray. 

As  with  all  other  nuclear  medicine  procedures,  the  nuclear  medicine  physician 
first  approves  the  request.  The  procedure  is  accomplished  by  the  nuclear 
medicine  technologist  under  his  direction.  Upon  completion  of  the  procedure  the 
nuclear  medicine  physician  evaluates  the  final  images  before  the  patient  is  dis- 
charged. Since  the  nuclear  medicine  patient  is  administered  a  radiopharmaceuti- 
cal and  any  repeat  views  at  a  later  time,  would  require  additional  doses  of 


81 


radiotracer,  proper  Instrument  and  pharmaceutical  quality  control  to  obtain  a 
high-quality  Image  for  each  test  1s  an  essential  part  of  our  practice. 
Although  bone  cancer  has  been  the  major  use  of  the  bone  Image,  we  have  begun  to 
study  a  variety  of  other  bone  lesions  such  as  osteomyelitis,  stress  fractures, 
Paget's  disease,  and  other  benign  lesions  affecting  the  joints.  Most  are  evalua- 
ted using  serial  sequences  to  assess  regional  blood  flow  along  with  the  bony 
localization.  By  applying  SPECT  (single  photon  emission  computed  tomography) 
imaging  to  the  planar  bone  imaging  we  are  often  able  to  detect  lesions  that  were 
not  clearly  seen  on  the  planar  bone  Image  and  missed  on  the  x-ray.  The  nuclear 
physician  must  determine  which  part  of  the  body  is  to  be  examined  with  SPECT, 
as  this  is  not  always  obvious. 

Stress  radiothallium  myocardial  perfusion  probably  constitutes  25-30  percent  of 
the  nuclear  medicine  laboratory  activities.  These  thallium  studies  are  used  for 
multiple  cardiac  problems  particularly  in  determining  regional  myocardial  damage 
and  whether  the  lesion  is  permanent  (scar)  or  potentially  reversible  (Ischemia). 

The  nuclear  medicine  physician's  involvement  begins  with  the  request,  where  he 
or  she  reviews  the  patient's  medical  record  and  consults  with  the  referring 
doctor  to  acknowledge  the  appropriateness  of  the  study  and  requirements  for  its 
performance.  The  nuclear  medicine  physician  then  supervises  or  arranges  for 
cardiology  to  stress  the  patient  and  authorizes  the  radiothallium  to  be 
administered  to  the  patient  at  the  appropriate  time,  usually  by  the  nuclear 
medicine  technologist.  Tomographic  images  from  the  data  obtained  by  the  nuclear 
medicine  technologist  are  then  reconstructed  for  interpretation  by  the  nuclear 
medicine  physician.  The  nuclear  physician  must  at  this  point  determine  if 
delayed  images  are  necessary  to  complete  the  patients'  study. 

The  importance  and  cost-effectiveness  of  this  technique  is  demonstrated  by  the 
patient  with  chest  pain  and  signs  of  a  heart  attack  that  requires  hospital- 
ization, usually  in  a  coronary  care  unit  at  $800  -  $1,200  dollars  a  day.  The 
duration  of  the  CCU  stay  and  the  need  for  coronary  artery  catheterization  can 
be  influenced  by  the  radiothallium  study  (modified  stress  protocol).  The 
radiothallium  myocardial  perfusion  study,  whether  done  with  tomography  or  planar 
imaging  is  a  valuable  tool  to  determine  the  short  and  long  term  care  of  the 
cardiac  patient. 

While  the  bones,  and  hearts  of  many  patients  look  similar  on  x-ray,  no  two 
patients'  organs  function  identically.  Therefore,  much  more  intensive  physician 
to  physician,  and  physician  to  patient  interaction  is  required  to  sort  out  the 
correct  medical  diagnosis  than  is  required  in  most  branches  of  diagnostic  radio- 
logy. 

The  dichotomy  of  practice  is  further  reflected  by  who  is  practicing  nuclear 
medicine.  A  recent  survey  conducted  for  the  College  and  Society  reveals  that 
83  percent  of  those  physicians  who  devote  more  than  50  percent  of  their 
professional  activity  to  the  practice  of  nuclear  medicine  were  certified  by  The 
American  Board  of  Nuclear  Medicine  rather  than  The  American  Board  of  Radiology. 
In  contrast,  65  percent  of  those  physicians  whose  practice  of  nuclear  medicine 
was  less  than  20  percent  of  their  professional  activity  were  certified  by  The 
American  Board  of  Radiology. 

There  are  other  striking  differences  between  radiology  and  nuclear  medicine 
practice.  Since  we  deal  with  radioactive  materials  we  are  more  closely  regu- 
lated than  any  other  medical  specialty.  Our  practitioners  must  either  be  on- 
site,  or  in  the  immediate  vicinity  of  the  site,  at  any  time  a  study  is  being  per- 
formed. Our  regulators  at  the  Nuclear  Regulatory  Commission  have  concluded  that 
more  physician  interaction  with  the  patients,  technologists,  physicists,  chemists 
and  referring  physicians  is  required  for  the  safe  and  proper  application  of 
radiopharmaceuticals. 

Current  x-ray  machines  contain  a  device  known  as  a  phototimer.  This  device 
regulates  the  x-ray  exposure  to  produce  an  optimal  quality  film  in  almost  all 
patients.  No  such  device  exists  in  nuclear  medicine.  Patient  studies,  and  study 
parameters,  often  change  patient  to  patient  and  are  dependent  upon  the  tentative 
diagnosis,  the  type  of  device  (standard  or  tomographic),  and  the  radiophar- 
maceutical employed.  The  data  processing  parameters  are  also  quite  different 
patient  to  patient,  often  requiring  the  combined  talents  of  the  physician, 
technologist  and  physicist  to  get  to  the  correct  diagnosis. 
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From  this  description  we  hope  it  1s  obvious  why  the  attempt  of  the  American 
College  of  Radiology  to  create  an  RVS  for  nuclear  medicine  went  astray.  The  ACR 
RVS,  as  spelled  out  in  detail  in  the  PhysPRC  report,  was  primarily  based  on  a 
survey  of  charges  made  for  procedures.  It  1s  not,  like  the  Harvard  RVS,  a 
resource-based  study.  The  ACR  surveyed  approximately  3,000  radiology  practices. 
None  of  these  practices  were  solely  nuclear  medicine  practices.  The  full-time 
nuclear  medicine  practitioner  was  not,  therefore,  represented  in  ACR's  sample. 
In  fact,  for  more  than  half  of  the  nuclear  medicine  CPT  codes,  the  ACR  survey 
received  25  or  fewer  responses.  This  indicates  that  the  respondents  as  a  whole 
practiced  very  little  nuclear  medicine.  It  clearly  calls  Into  question  whether 
there  were  sufficient  responses  to  yield  valid  charge  data. 

The  ACNP  and  SNM  subsequently  contracted  for  two  separate  studies  --  one  by  Abt 
Associates  and  the  second  by  Health  Technology  Associates  --  to  survey 
practicing  nuclear  medicine  physicians  and  to  compare  the  ACR  survey  results 
with  the  charge  data  from  the  HCFA  BMAD  files.  The  results  were  comparable.  Both 
demonstrate  that  the  ACR  methodology  had  systematically  undervalued  Nuclear 
Medicine  procedures,  in  relationship  to  the  commonly-performed  radiology 
procedures.  Copies  of  both  of  these  studies  have  been  provided  to  PhysPRC  staff. 
We  would  be  glad  to  provide  them  to  Congress.* 

Congress  last  year  recognized  that  the  Radiology  RVS  had  gone  astray,  and 
approved  a  partial  two-year  exemption  for  the  practitioner  who  does  80  percent 
or  more  nuclear  medicine  procedure.  This  was  designed  to  provide  time  for  a 
considered  decision  of  the  best  way  to  develop  a  fee  schedule  for  nuclear 
medicine  for  1992  and  subsequently,  as  well  as  to  provide  interim  relief  for  the 
nuclear  physician. 

Nuclear  medicine  appreciates  the  action  taken  by  Congress  to  provide  this 
partial,  interim  exemption  from  the  radiology  fee  schedule.  As  an  interim 
measure,  this  has  protected  most  full-time  nuclear  physicians  from  the  errors 
of  the  radiology  fee  schedule,  which  had  led  to  reductions  in  fees  averaging  30 
percent  or  more  in  many  localities.  But  some  problems  remain.  Historically, 
many  nuclear  physicians  have  practiced  as  part  of  radiology  groups.  Their 
billings  have  been  through  the  group,  not  by  individual  physician  number.  At 
least  in  1990,  these  physicians  have  been  trapped  in  the  radiology  fee  schedule, 
even  if  they  practice  80  percent  or  more  nuclear  medicine.  It  is  true  that 
nuclear  physicians  practicing  in  a  radiology  group  did  not  suffer  as  great  a 
reduction  in  income  from  the  radiology  fee  schedule  as  those  practicing  alone. 
But  the  application  of  the  radiology  fee  schedule  to  them  is  equally  flawed. 

We  have  received  reports  of  other  problems  in  implementation.  For  example,  a 
physician  from  South  Dakota,  who  practices  about  65  percent  nuclear  medicine  and 
35  percent  internal  medicine,  saw  his  nuclear  medicine  allowed  charges  reduced 
about  30  percent  when  the  radiology  fee  schedule  came  into  effect  in  1989.  For 
the  purposes  of  this  rule,  he  was  a  radiologist.  But  as  his  nuclear  medicine 
billings  are  less  than  80  percent,  he  has  not  qualified  for  the  1990  nuclear 
medicine  exemption.  He  remains  under  the  radiology  fee  schedule,  his  allowed 
charges  rolled  back  30  percent.  He  is  the  only  nuclear  physician  in  his  part 
of  South  Dakota. 

The  Harvard  School  of  Public  Health  now  has  underway  a  survey  of  nuclear 
medicine.  Members  of  our  organizations  serve  on  a  technical  advisory  panel  and 
have  had  constructive  discussions  with  Professor  Hsiao  and  his  colleagues.  We 
believe  initial  problems  with  some  of  the  vignettes  have  been  worked  out. 

*  To  check  the  validity  of  the  Nuclear  Medicine  charges  collected  in  the  ACR 
charge  survey,  the  College  and  Society  contracted  with  Abt  Associates,  Inc.  (the 
same  firm  that  conducted  the  charge  survey  for  ACR),  to  conduct  a  charge  survey 
for  practicing  nuclear  physicians.  Abt  surveyed  20  representative  Nuclear 
Medicine  codes  and  4  radiology  codes.  A  charge-based  RVS  was  constructed  for 
these  services,  using  the  single  view  chest  x-ray  (CPT-4  code  71010)  as  the  base 
procedure  to  maintain  comparability  with  the  RVS  created  by  ACR  and  accepted  by 
HCFA.  In  all  services  surveyed  in  our  study,  the  Nuclear  Medicine  charge  data 
produces  higher  relative  value  values  than  the  charge-based  RVS  developed  by  ACR 
and  accepted  by  HCFA.  The  computer  analysis  of  charge  data  from  BMAD  files 
conducted  by  Health  Technology  Associates  provided  similar  results. 
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We  are  uncertain,  at  present,  whether  or  not  the  Harvard  Study  will  be  able  to 
develop  satisfactory  cross  linkages  between  nuclear  medicine  and  other 
specialties.  We  won't  know  this  until  the  study  1s  further  along.  However,  our 
belief  is  that  a  resource-based  RVS,  1f  properly  developed,  is  likely  to  provide 
a  more  equitable  and  more  objective  basis  for  a  fee  schedule  for  nuclear  medicine 
than  the  existing  radiology  fee  schedule. 

The  Physician  Payment  Review  Commission  has  noted  that  "the  radiology  fee 
schedule  values  may  need  substantial  revision  to  make  them  consistent  with  a 
resource  basis"  and  has,  in  fact,  concluded  that  "the  relative  values  from  the 
Radiology  Fee  Schedule  should  be  revised  before  using  them  in  the  Medicare  fee 
schedule."  From  the  perspective  of  nuclear  medicine,  we  agree.  The  radiology 
fee  schedule,  from  a  lack  of  appropriate  data,  has  systematically  undervalued 
nuclear  medicine. 

The  Physician  Payment  Review  Commission  has  proposed  to  refine  the  radiology  fee 
schedule  drawing  on  "several  sources  of  information:  the  relative  values  from 
the  RFS,  relative  work  values  from  the  Hsiao  study,  the  Commission's  estimates 
of  practice  expense  components  for  these  services,  and  the  data  from  several 
surveys  of  the  American  College  of  Radiology." 

We  have  outlined  above  the  differences  between  the  practice  of  radiology  and  that 
of  nuclear  medicine.  The  surveys  of  the  American  College  of  Radiology  may 
provide  useful  information  about  radiology,  but  they  do  not  provide  accurate 
information  about  nuclear  medicine.  They  should  be  disregarded  in  developing 
a  fee  schedule  for  nuclear  medicine. 

For  nuclear  medicine,  therefore,  we  cannot  recommend  the  approach  of  attempting 
to  revise  the  radiology  fee  schedule.  That  schedule,  for  nuclear  medicine,  has 
gone  too  far  astray.  There  are  too  many  methodological  errors.  The  only  course 
is  to  start  anew. 

Specifically,  we  recommend: 

Congress  should  recognize  the  important  distinctions  between  nuclear 
medicine  and  radiology  by  separating  nuclear  medicine  from  radiology  for 
the  purposes  of  implementing  the  fee  schedule  for  1992. 

Nuclear  medicine  should  also  be  exempted  from  the  radiology  fee  schedule 
for  the  transition  year  of  1991  and  be  reimbursed  on  the  same  principles 
as  other  physicians  for  that  time. 

The  definition  of  a  nuclear  medicine  physician  should  be  revised  to 
recognize  what  we  have  learned  in  implementation.  This  could  be  done 
either  by  recognizing  board  certification  or  by  revising  the  percentage 
used  for  definition  of  a  nuclear  physician. 

Farther  into  the  future,  we  do  see  several  complexities  in  working  out  a 
resource-based  fee  schedule  for  nuclear  medicine.  These  must  be  addressed, 
either  by  Professor  Hsiao's  group  or  by  PhysPRC  after  completion  of  the  Harvard 
study.  Many  of  these  issues  have  been  raised  by  PhysPRC  in  its  report  to 
Congress.  Accounting  for  both  the  time  value  and  the  practice  costs  for  com- 
plex diagnostic  studies  is  more  difficult  than  for  most  medical  practices.  These 
resource  issues  must  be  addressed. 

First,  the  Harvard  system  of  estimating  the  time  and  the  complexity  of  the 
physician  component  focuses  on  direct  patient  contact.  It  does  not  account  for 
the  time  spent  in  supervision  of  non-physicians,  particularly  when  this 
supervision  includes  several  procedures  going  on  at  once,  or  several  patients 
being  prepared  simultaneously.  The  surveys  are  likely  to  estimate  only  the  time 
in  direct  contact  with  the  single  patient  and  in  reading  the  image.  We  need  to 
review  the  results  to  be  sure  that  other  physician  time  essential  to  the 
diagnostic  procedure,  including  compliance  with  radiation  safety  regulations  of 
the  Nuclear  Regulatory  Commission,  is  not  overlooked. 

Second,  we  believe  the  estimation  of  the  practice  cost  component  will  be  more 
complex  than  for  other  physician  services. 

Nuclear  medicine  physicians  practice  both  in  hospitals  and  in  clinics.  Practice 
costs  differ  in  the  two  settings.     In  the  hospital,  most  practice  costs  are 
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usually  covered  by  the  hospital.  But  at  some  institutions,  the  Ph.D.  physicists 
or  other  scientists  who  are  essential  to  our  practice  are  covered  out  of  practice 
income. 

At  the  clinic,  of  course,  all  of  the  costs  are  covered  out  of  practice  income. 
But  the  physicists  time  will  not  be  Included  in  the  survey,  at  least  in  the 
survey  being  done  by  Harvard,  of  the  physician  component.  These  expenses  are 
different  from  the  usual  overhead  practice  costs  incurred  in  the  typical 
physician's  office. 

We  are  confident  those  complexities  can  be  worked  out;  however,  we  do  want  to 
bring  them  to  your  attention  and  ask  that  they  not  be  overlooked. 

In  closing,  let  us  express  our  admiration  for  the  outstanding  work  of  The  Payment 
Review  Commission  and  its  staff.  Congress  and  the  PhysPRC  have  led  the  way  toward 
a  system  of  intelligent  and  equitable  reimbursement.  We  look  forward  to 
continuing  to  work  with  Congress  and  the  Physician  Payment  Review  Commission. 
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TESTIMONY  OF  THE 


AMERICAN  COLLEGE  OF  RHEUMATOLOGY 


The  American  College  of  Rheumatology  (the  College)  welcomes  this  opportunity  to 
submit  a  statement  to  the  Subcommittee  on  Health,  House  Ways  and  Means  Committee, 
on  Medicare  Part  B  reconciliation  issues  relating  to  physician  payment. 

This  statement  will  first  briefly  provide  background  information  on  the  mission  of  the 
College  and  the  role  of  rheumatologists  in  medical  care.  Then,  the  statement  will 
specifically  address  issues  of  concern  to  the  College  that  pertain  to  the  Omnibus  Budget 
Reconciliation  Act  of  1989  (OBRA  '89)  and  the  Administration's  proposed  budget  cuts. 

The  American  College  of  Rheumatology  (the  College)  is  the  only  professional 
organization  of  physicians  and  scientists  devoted  to  the  study,  treatment,  and  care  of 
people  with  rheumatic  diseases,  in  addition  to  the  education  of  professionals  who  care  for 
such  afflicted  individuals.  While  3000  of  our  4500  members  are  rheumatologists,  they 
make  up  a  very  small  portion  of  the  500,000  physicians  in  the  country. 

A  rheumatologist  is  a  specialist  who  provides  medical  care  to  patients  with  rheumatic 
diseases,  which  affect  not  only  bones,  joints  and  muscles,  but  also  the  immune  system 
and  other  organs  such  as  heart,  lung,  gastrointestinal  tract  and  kidneys.  Osteoarthritis,  - 
rheumatoid  arthritis,  gout,  systemic  lupus  erythematosus,  bursitis,  and  osteoporosis  are 
only  representative  of  the  more  than  one  hundred  different  types  of  rheumatic  diseases 
that  affect  more  than  37  million  people  in  the  United  States,  and  which  are  the  leading 
cause  of  disability,  and  absenteeism  in  the  workplace.  With  special  training  and 
expertise,  rheumatologists  are  uniquely  qualified  among  physician  specialists  to  provide 
high  quality  medical  care  to  people  with  rheumatic  diseases  in  a  cost-effective  manner, 
and  to  lead  the  team  of  health  care  professionals  who  assist  in  the  treatment  and  care 
for  people  with  these  diseases. 

The  American  College  of  Rheumatology  applauds  the  Subcommittee's  and  Congress' 
efforts  in  enacting  the  historic  physician  payment  reform  legislation  as  passed  through 
OBRA  '89.  There  are  several  issues,  however,  which  remain  of  concern  to  the  College  as 
the  implementation  phase  on  this  legislation  is  upon  us.  These  issues  as  well  as  concerns 
resulting  from  the  Administration's  proposed  budget  cuts  are  outlined  below: 


Administration's  Budget  Proposals  to  Cut  Part  B  of  the  Medicare  Program; 

The  Administration's  fiscal  year  1991  budget  proposal  contains  provisions  to  cut  the 
Medicare  Part  B  program  by  as  much  as  $2.2  billion.  The  magnitude  of  this  figure  is 
cause  for  serious  concern.  During  the  past  decade,  Medicare  has  contributed  more  than 
any  other  program  to  spending  reductions.  The  College  believes  that  the  continuation  of 
these  reductions  will  have  a  deleterious  effect  on  the  level  and  quality  of  care  delivered 
to  Medicare  beneficiaries.  The  College  hopes  that  Congress  will  not  further  compromise 
the  integrity  of  the  Medicare  program  in  its  upcoming  budgetary  deliberations. 

In  addition,  the  magnitude  of  the  Medicare  Part  B  cuts  will  undermine  the  intent  of  the 
recently  enacted  physician  payment  reform  package.  The  new  Medicare  fee  schedule 
based  on  a  resource  based  relative  value  scale  (RBRVS)  was  legislated  by  Congress  to  be 
budget  neutral,  but  the  Part  B  budget  cuts  will  deprive  the  RBRVS  of  its  budget 
neutrality.  The  ultimate  redistributive  goal  of  the  RBRVS  would  also  be  destroyed  as 
there  would  not  be  enough  funds  to  shift  payment  resources  from  one  specialty  or 
geographic  area  to  another.  The  College  implores  Congress  not  to  use  the  RBRVS  to 
reduce  Part  B  costs. 


Balance  Billing  Limits; 

The  College  is  worried  over  the  gap  between  the  phase-in  of  the  Medicare  fee  schedule 
beginning  in  1992  and  the  balance  billing  limit  of  125  percent  of  actual  charges  in  1991. 
This  limitation  on  balance  billing  in  1991  would  lower  payments  for  undervalued  services, 
such  as  visits,  and  lower  payments  in  underserved  and  undervalued  areas  (many  which  are 
rural).  These  are  the  very  services  and  areas  slated  to  receive  increases  under  the  new 
payment  schedule  beginning  in  1992.  While  the  College  fully  supports  limits  on  what 
physicians  may  charge  for  individuals  who  cannot  afford  to  pay,  the  gap  between  the 
phase-in  in  1992  and  the  limits  on  balance  billing  in  1991  is  clearly  incongruous  with  the 
goals  of  the  physician  payment  reform  package.  It  is  precisely  those  primary  care 
physicians  and  rheumatologists  whom  the  new  Medicare  fee  schedule  is  to  reward  who 
will  be  further  penalized  for  this  one  year  period.  Clearly,  this  is  not  Congress' 
intention.  Therefore,  the  College  recommends  that  Congress  correct  this  inconsistency 
by  eliminating  the  balance  billing  limits  in  1991  for  those  undervalued  services  and 
underserved  areas  or  providing  the  affected  physicians  with  special  payment  updates. 
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Medicare  Volume  Performance  Standards  and  the  Conversion  Factor; 

The  American  College  of  Rheumatology  also  has  concerns  over  the  development  of  a 
separate  target  or  Medicare  volume  performance  standard  for  surgical  services  as 
required  by  OBRA  '89.  The  Act  requires  the  Secretary  of  the  Department  of  Health  and 
Human  Services  (HHS)  to  determine  a  target  rate  of  increase  separately  for  the  category 
of  surgical  services,  or  for  such  other  categories  of  services  in  which  the  Secretary 
deems  appropriate.  The  College  believes  that  there  should  be  a  single  target  and  a  single 
conversion  factor  for  all  physician  services  to  maintain  relativity  of  fee  schedule  as  well 
as  to  prevent  the  medical  profession  from  splintering  into  different  groups  to  negotiate 
their  own  targets.  The  College  urges  Congress  to  reject  any  separate  targets  developed 
by  the  Secretary. 

If  separate  targets  by  categories  of  service  are  implemented,  the  Congress  still  believes 
that  there  should  be  a  single  conversion  factor  fee  update  for  these  services.  This  would 
eliminate  the  possibility  of  further  undermining  the  relativity  of  the  resource-based  fee 
schedule.  Clearly,  the  medical  profession  needs  to  work  as  a  collective  group  "to  identify 
ways  to  control  the  volume  of  all  physician  services,  and  not  be  concerned  with  the 
shifting  of  their  own  volume  of  services  into  someone  else's  volume. 

To  eliminate  unnecessary,  inefficient,  and  ineffective  services  from  medical  practice, 
and  to  enable  physicians  to  render  high  quality  care,  the  College  fully  supports  outcomes 
and  effectiveness  research  and  the  development  of  practice  guidelines  based  on  this 
research.  The  practice  guidelines  must  involve  the  physician  and  rheumatology 
community.  We  have,  for  a  number  of  years,  been  involved  in  the  process  of  writing 
guidelines  for  the  practice  of  rheumatology,  and  will  continue  to  do  so.  We  have  recently 
pinpointed  several  specific  areas  for  which  we  are  currently  developing  practice 
guidelines.  The  College  believes  that  this  is  the  most  reasonable  and  intelligent  method 
to  control  the  volume  of  inefficient  services.  Attempting  to  control  the  volume  of 
necessary  services,  even  in  light  of  the  federal  budget  deficit,  will  only  lead  to  greater 
access  to  health  care  problems,  and  rationing  of  medical  care. 


Calculating  the  Conversion  Factor; 

The  American  College  of  Rheumatology  has  some  specific  concerns  over  how  the 
conversion  factor  will  be  calculated  by  the  Health  Care  Financing  Administration.  In  its 
Report  to  Congress  --  Relative  Value  Scales;  Issues  and  Options  (October  1989),  the 
Secretary  of  HHS  offers  the  unfounded  physician  behavioral  assumption  that  physicians 
receiving  a  reduced  payment  under  the  new  fee  schedule  will  offset  their  losses  by 
increasing  the  volume  and  intensity  of  their  services  provided  by  an  estimate  of  50 
percent.  To  quote:  "It  is  the  position  of  the  Department  that  the  50  percent  behavioral 
response  is  most  likely"  (pages  4-11).  This  same  report  also  claims  that  there  are  no 
undervalued  services  —  a  statement  clearly  contrary  to  the  legislative  efforts  of 
Congress,  and  the  work  of  the  Harvard  team  who  developed  the  RBRVS,  and  the 
Physician  Payment  Review  Commission  (PPRC).  This  raises  concern  as  to  whether  the 
Department  will  calculate  the  conversion  factor  correctly.  The  College  urges  Congress 
to  be  mindful  of  the  faulty  nature  of  these  when  working  with  the  Department. 


Medicare  Fee  Schedule;  Refining  the  RBRVS  and  Reforming  the  Coding  System; 

As  one  of  the  original  specialties  studied,  the  College  was  very  pleased  to  see  the 
enactment  of  the  new  Medicare  fee  schedule  based  on  the  resource-based  relative  value 
scale  (RBRVS)  which  was  developed  by  Harvard  researchers,  and  which  is  currently  under 
refinement  by  the  Physician  Payment  Review  Commission  (PPRC).    The  results  of  this 
study  pointed  out  the  differences  in  the  practice  of  rheumatology  as  compared  to  other 
specialties  with  regard  to  work  units,  practice  costs  and  training  costs.  However,  much 
work  still  lies  ahead  in  refining  the  scale  of  relative  work  for  the  Medicare  fee  schedule, 
and  reforming  the  coding  system  which  is  used  by  physicians  and  carriers  as  a  mechanism 
for  identifying  and  defining  physician  services  for  reimbursement  purposes.  Only  when 
this  is  accomplished  will  the  goals  of  enacting  a  Medicare  fee  schedule  based  on  an 
RBRVS  be  fully  realized. 

The  reform  of  coding  for  evaluation  and  management  (EM)  services  is  especially  relevant 
at  this  time  given  the  elimination  of  specialty  differentials  from  the  mandated  resource- 
based  fee  schedule.  The  College  agrees  that  all  physicians,  regardless  of  specialty  should 
receive  the  same  payment  for  the  same  service.  It  will  now  be  incumbent  upon  the 
coding  system  to  reflect  how  specialties  may  vary  in  the  services  they  render  and  to 
show  if  those  services  are  indeed  the  same  or  different  when  rendered  to  patients  with 
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more  complex  diseases.   This  is  most  important  for  rheumatologists  because  the  patients 
we  treat  often  have  chronic  and  severe  multi-system  diseases  which  require  more  time, 
effort,  and  training  than  other  types  of  patients.  A  medical  visit  with  a  rheumatic 
patient  frequently  entails,  in  addition  to  an  examination,  written  and  verbal  consultations 
with  referring  physicians,  multiple  phone  calls,  interpretations  of  laboratory  test  results, 
monitoring  multiple  and  complex  drug  therapies,  recommending  and  implementing 
physical  therapy  programs,  and  educating  both  patient  and  family.  Follow-up 
consultations  are  also  an  important  part  of  the  practice  of  a  rheumatologist,  wherein  we 
work  closely  as  a  team  with  a  primary  care  physician.  We  would  hope  that  the  coding 
system  would  reflect  this  aspect  of  our  practice  as  well. 

OBRA  '89  requires  the  Secretary  of  HHS  to  establish  a  uniform  procedure  coding  system 
for  the  coding  of  all  physician  services.  The  Secretary  is  also  granted  the  discretion  to 
incorporate  the  use  of  time  for  visits  and  consultations  after  January  1,  1993.  This  is 
eighteen  months  after  the  due  date  for  a  study  also  required  of  the  Secretary  on  the 
desirability  of  including  time  as  a  factor  in  establishing  visit  codes  (due  July  1,  1991).  In 
addition,  the  Secretary  is  also  required  to  consult  with  the  PPRC  and  other  organizations 
representing  physicians,  in  establishing  the  coding  system.  Given  the  importance  of 
coding  reform  to  the  College  as  discussed  above,  the  complexity  of  the  patients  we  deal 
with,  and  the  difficulty  in  implementing  the  RBRVS  without  an  appropriate  coding 
system,  we  hope  Congress  will  provide  appropriate  oversight  in  ensuring  that  the 
Secretary  establish  an  acceptable  coding  system,  hold  to  the  coding  report  date,  and  that 
the  Secretary  consult  with  affected  physician  organizations  on  the  establishment  of  a 
coding  system  prior  to,  and  after  the  start  of  the  phase-in  of  the  RBRVS  fee  schedule  in 
1992. 


Summary: 

The  American  College  of  Rheumatology  represents  rheumatologists  who  are  small  in 
number  treating  patients  at  the  severe  end  of  the  spectrum  of  disease,  and  our  data  can 
easily  be  lost  or  interpreted  as  noise  within  the  system.  We  thank  the  Subcommittee  for 
all  its  efforts  in  the  health  care  policy  arena  which  will  ensure  greater  access  to  care, 
and  a  more  coherent  and  equitable  payment  system.  To  implement  the  goals  of  the 
physician  payment  reform  legislation,  without  compromising  the  integrity  of  the 
Medicare  program,  the  American  College  of  Rheumatology,  specifically: 

recommends  that  Congress  not  use  the  RBRVS  Medicare  fee  schedule  to  drastically 
cut  down  Part  B  costs.  The  magnitude  of  the  $2.2  billion  cuts  to  Part  B  of  the 
Medicare  program  as  proposed  by  the  Administration  for  FY  1991  is  clearly  too 
much  to  maintain  the  budget  neutrality  of  the  RBRVS.  There  will  not  be  enough 
funds  to  shift  payment  to  undervalued  services  and  areas  (many  of  which  are 
rural)  —  the  underlying  goal  of  the  RBRVS  methodology. 

recommends  that  Congress  amend  OBRA  '89  to  close  the  gap  between  the  balance 
billing  limitation  of  125  percent  of  actual  charges  in  1991  and  the  start  of  the 
phase-in  in  1992.  Congress  should  either  eliminate  the  limitation  in  1991  for 
undervalued  services  and  areas  —  those  who  are  slated  to  increase  under  the  fee 
schedule  in  1992,  or  provide  special  fee  updates  to  those  services  and  areas  in  1991 
so  that  further  payment  inequities  are  not  perpetrated. 

recommends  that  Congress  reject  separate  volume  performance  standards  (VPSs). 
The  College  believes  that  there  should  be  only  one  VPS  and  one  conversion  factor 
for  all  physician  services. 

recommends  that  Congress  see  to  it  that  the  Department  of  HHS  refrain  from  using 
any  physician  behavioral  assumptions  regarding  increases  in  the  volume  and 
intensity  of  services  when  calculating  the  conversion  factor.  Such  a  physician 
response  must  be  documented  before  it  can  be  used  as  a  variable  in  setting  the 
VPS.  A  wrong  assumption  would  undermine  the  Medicare  fee  schedule. 

supports  effectiveness  and  outcomes  research  and  the  development  of  practice 
guidelines  based  on  such  research  with  the  involvement  of  the  physician,  including 
the  rheumatology  community.  The  College  believes  that  attempts  to  control  the 
volume  and  intensity  of  services  in  any  other  way  will  lead  to  greater  access  to 
health  care  problems  and  rationing  of  medical  care. 
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recommends  that  Congress  provide  oversight  to  ensure  that  the  Secretary  of  HHS 
appropriately  establishes  a  uniform  coding  system  for  physician  services,  including 
that  the  Secretary  hold  to  the  report  date  mandated  by  Congress  on  the  desirability 
of  including  time  as  a  factor  in  establishing  codes  for  visits,  and  assuring  that  the 
Secretary  consult  with  affected  physician  organizations  on  the  establishment  of  the 
coding  system,  as  is  required  by  OBRA  '89.  This  is  of  extreme  importance  to  the 
College  given  the  complexity  of  the  patients  we  deal  with  and  the  difficulty  in 
implementing  the  RBRVS  without  a  uniform  coding  system.  Such  consulting  should 
take  place  prior  to  and  after  the  start  of  the  fee  schedule  in  1992. 
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March  29,  1990 


The  AMA  is  pleased  to  have  the  opportunity  to  present  this  statement 
regarding  the  Administration's  very  serious  proposals  to  cut  up  to  $5.5 
billion  from  the  projected  Medicare  budget  for  fiscal  year  1991. 

The  AMA  recognizes  the  necessity  for  the  Congress  to  work,  to  achieve 
the  goal  of  a  balanced  federal  budget  and  to  meet  reconciliation  targets 
assigned  by  budget  resolution.    We  know  this  Committee  has  made  and  will 
continue  to  make  tough  decisions  about  numerous  programs  and  the  Medicare 
program  will  continue  to  be  the  focus  of  such  decisions.    Medicare  has 
presented  the  Congress  with  many  difficult  decisions  over  the  years,  and 
has  suffered  massive  cuts  since  the  inception  and  continued  use  of  the 
reconciliation  process  during  the  decade  of  the  '80s. 

The  Administration's  proposed  fiscal  year  '91  savings,  which  come  in 
the  wake  of  the  sweeping  physician  payment  reforms  enacted  only  months 
ago,  are  not  a  sound  solution  to  the  government's  fiscal  problems.  The 
proposed  savings  are  not  the  product  of  a  reasoned  and  deliberative 
analysis  of  how  to  provide  better  and  more  efficient  health  care  to  the 
nation's  elderly  and  disabled.    Rather,  they  are  the  result  of  arbitrary 
attempts  to  find  savings  no  matter  how  great  the  cost. 

This  short-sighted  approach,  which  may  produce  some  immediate 
savings,  threatens  to  undermine  the  physician  payment  reforms  of  0BRA-89, 
jeopardize  the  availability  of  quality  health  care  for  Medicare 
beneficiaries  and  overwhelm  the  physician  community  that  is  attempting  to 
practice  medicine  while  accommodating  the  recent  history  of  budget-driven 
program  changes  as  well  as  the  massive  payment  and  practice  reforms  just 
adopted. 

The  plight  of  physicians  in  today's  budget-driven  environment  is 
aptly  illustrated  by  the  trilogy  of  articles  published  recently  in  The 
New  York  Times .    Bearing  titles  such  as  "Changes  in  Medicine  Bring  Pain 
to  Healing  Profession"  and  "Practice  of  Medicine  is  Undergoing  Change, 
Demoralizing  Doctors,"  the  message  is  clear:    physicians  are  reeling  from 
the  inordinate  payment  and  practice  changes  of  the  1980s.    As  one  of  the 
articles  explained: 


"the  feeling  of  being  shackled  by  rules  and 
overseers  is  nearly  universal  among  doctors 
today,  experts  inside  and  outside  the  profession 
say.    Doctors  say  they  are  overwhelmed  by 
paperwork,  prohibited  by  insurance  companies  from 
doing  procedures  and  subjected  to  scrutiny  by 
group  employers  like  health  maintenance 
organizations  that  can  even  include  scheduling  of 
rest  room  breaks." 
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Additional  cuts  in  fiscal  year  '91  will  only  exacerbate  the  inequity  of 
Medicare  shouldering  such  a  massive  share  of  federal  budget  cuts,  and 
will  be  detrimental  to  our  nation's  health  care  system.    Absent  a 
determination  to  apply  an  across-the-board  approach  to  freeze  all  federal 
spending,  we  cannot  endorse  further  Medicare  cuts. 

PART  B  OF  MEDICARE  HAS  HISTORICALLY  BORNE  A  DISPROPORTIONATE  SHARE  OF 
MEDICARE  FUNDING  CUTS 

We  challenge  the  erroneous  assertions  of  the  press  and  public  that 
physicians  have  been  relatively  insulated  from  past  budget  cuts. 
Contrary  to  press  statements  that  Part  B  is  "the  only  place  that  hasn't 
experienced  the  crunch,"  the  reality  is  that  Part  B  has  been  subjected  to 
significant  cuts  in  the  form  of  freezes  and  budget  reductions.    In  fact, 
relative  to  respective  program  sizes,  Part  B  has  absorbed  a 
disproportionate  share  of  the  total  cuts  made  in  the  Medicare  program. 

That  Part  B  has  a  long  history  of  budget  cuts  is  borne  out  by  the 
fol lowing  facts: 

•  Medicare  reimbursement  and  fees  were  frozen  for  most  physicians 
for  40  months  from  July  1983  to  1987; 

•  Medicare  reimbursement  for  selected  procedures  was  cut 
across-the-board  by  a  total  of  12%  in  1987  and  1988,  and  special 
limits  were  imposed  on  physician  fees  for  these  procedures; 

•  The  Medicare  allowed  amount  for  an  office  visit  is  only  79%  of 
the  amount  actually  billed  by  physicians  to  other  patients 
(according  to  our  1989  survey);  and 

•  Physicians  presently  are  the  only  profession  subject  to  federal 
price  controls,  the  maximum  allowable  actual  charge  program. 

Both  Part  A  and  Part  B  were  cut  substantially  by  the  successive 
budget  reconciliation  bills  enacted  during  the  1980s.    (A  summary  of 
recent  actions  limiting  physician  reimbursement  and  charges  is  attached 
as  Appendix  II.)    The  sum  of  the  budget  savings  estimated  by  HCFA  for  ORA 
(1980),  0BRA-81,  TEFRA,  DEFRA,  COBRA,  and  OBRA-86  is  approximately  $18.2 
billion  for  Part  A  and  $13.4  billion  for  Part  B  (United  States  General 
Accounting  Office,  1988).*    This  represents  a  6.9%  reduction  in 
cumulative  Part  A  outlays  and  a  10.9%  reduction  in  cumulative  Part  B 
outlays.    Thus,  relative  to  the  respective  program  sizes.  Part  B  was  cut 
about  one  and  one-half  times  more  than  Part  A. 

In  fact,  recent  data  obtained  from  HCFA  show  that,  during  the  period 
from  1986  to  1989.  the  rate  of  increase  of  actual  Medicare  cash 
disbursements  for  physician  services  has  been  cut  in  half.    The  same  is 
true  for  total  Part  B  disbursements  during  that  period.    By  contrast, 
total  Part  A  disbursements  accelerated  during  this  period  and,  for  the 
first  time  in  a  decade,  the  Part  A  expenditure  growth  rate  for  1989 
exceeded  the  Part  B  rate  (see  Appendix  III). 

Nevertheless,  in  a  $96  billion  program,  some  savings  can  be  found  and 
revenues  can  be  obtained.  If  there  is  to  be  no  across-the-board  measure, 
and  if  you  decide  that  Medicare  spending  cuts  are  unavoidable,  we  believe 
that  any  reductions  made  in  Medicare  should  be  done  in  proportion  to 

actual  outlays. 

THE  PROPOSED  FISCAL  YEAR  '91  CUTS  WILL  UNDERMINE  THE  LANDMARK  PAYMENT 
REFORMS  OF  0BRA-89 

Congress  recently  enacted  dual  landmark  physician  payment  reforms: 
the  Resource-Based  Relative  Value  Scale  (RBRVS)  and  the  Medicare  Volume 
Performance  Standards  (MVPS).    The  RBRVS  supplants  Medicare's 
historical"reasonable  charge"  method  of  physician  payment  with  a  fee 
schedule.    The  MVPS  will,  for  the  first  time,  allow  Congress  and  the 
profession  to  monitor  the  volume  of  physician  services  provided  to 
beneficiaries . 


"This  GAO  study  is  the  most  recent  study  available.  We  urge  Members  of 
the  Committee  to  request  GAO  to  update  the  study. 


91 


As  a  result  of  these  factors,  the  practice  of  medicine  as  we  have 
known  it  is  diminishing.    Physicians  are  abandoning  sel f-employment  for 
salaried  positions  that  spare  them  the  burdens  of  start-up  costs  and 
office  administration  and  the  long  hours  associated  with  self-employment. 
This  trend  is  especially  disturbing  for  the  underserved  sector  of  the 
country,  nearly  three-fourths  of  which  is  comprised  of  rural  areas. 

Some  physicians  are  abandoning  the  practice  of  medicine  altogether, 
and  young  Americans,  daunted  by  the  inordinate  burdens  of  practicing 
medicine  in  today's  environment,  are  rejecting  medicine  as  a  career 
choice.    In  fact,  medical  school  applications  have  decreased  25%  over  the 
past  five  years.    Physicians'  concerns  about  professional  liability 
issues  and  six-figure  liability  premiums  go  ignored,  and  Medicare 
rewrites  the  rule  book  every  year. 

As  noted  by  Dr.  William  Roper  in  the  New  York  Times  articles  (former 
Administrator  of  the  Health  Care  Financing  Administration,  former 
Domestic  Policy  Advisor  to  the  President,  and  now  Director  of  the  Centers 
for  Disease  Control),  the  "growing  disenchantment  of  the  average  doctor" 
is  disturbing.    To  quote  Dr.  Roper,  we  should  not  treat  doctors  "as  if  we 
can  abuse  them  and  think  we  have  lost  nothing  by  it.    I  fear  that  the 
loss  of  faith  by  doctors  will  make  them  less  caring  and  compassionate." 

What  is  the  relevance  of  all  this  to  the  budget-making  process?  As 
stated  earlier,  it  is  not  to  say  that  budget  savings  are  unnecessary  or 
impossible.    It  is,  however,  the  very  relevant  backdrop  for  your  budget 
deliberations.    We  recognize,  and  the  medical  community  recognizes,  your 
need  to  find  ways  to  curtail  the  escalating  federal  debt.    We  urge  you, 
however,  to  proceed  cautiously  in  imposing  additional  cuts  and  changes  at 
a  time  when  Medicare  and  the  physicians  that  service  the  program  are 
struggling  to  accommodate  radical  budget  cuts  and  practice  reforms. 

The  AMA  is  not  alone  in  these  concerns.    On  February  20,  1990,  the 
AMA  and  32  medical  specialty  societies  published  in  The  Washington  Post 
"A  Message  to  Congress  on  Medicare"  expressing  grave  concern  over  the 
impact  of  further  cuts  on  the  Medicare  program  and  its  beneficiaries 
(attached  as  Appendix  I).    We  urge  you  to  proceed  cautiously  in  imposing 
further  cuts  on  this  program.    We  also  urge  the  Committee,  in  evaluating 
the  Administration's  proposed  cuts,  to  consider  the  following  three 
points . 

MEDICARE  HAS  HISTORICALLY  BEEN  SUBJECTED  TO  A  MASSIVE  SHARE  OF  FEDERAL 
BUDGET  CUTS 

The  Medicare  program  has  been  subjected  to  over  a  decade  of  major 
funding  cuts.    Each  major  budget  reconciliation  bill  has  drastically 
reduced  Medicare  funding,  as  illustrated  by  the  following  table.* 


FISCAL  YEAR 

MEDICARE  SAVINGS  (BILLIONS) 

0BRA-82 

1982 

$3.2 

TEFRA 

1983 

$13.3  (over  3  years) 

DEFRA 

1984 

$6.1 

COBRA 

1986 

$4.3  (over  3  years) 

0BRA-86 

1987 

$3.0 

0BRA-87 

1988  &  89 

$5.9 

TOTAL 

$35.8 

*From  Julie  Rovner  "Reconciliation  Dominates  Pol  icy-Making  Process," 
Congressional  Quarterly.  April  29,  1989,  pp  964-968. 
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As  the  Committee  knows,  the  RBRVS  methodology  is  the  result  of  years 
of  research  and  evaluation,  and  is  designed  to  rationalize  the 
reimbursement  system  that  has  grown  increasingly  inequitable  under  the 
reasonable  charge  system.    RBRVS.  which  will  take  effect  in  1992.  is  to 
be  implemented  in  a  budget-neutral  manner. 

Implementation  of  RBRVS  will  have  significant  effects  across  medical 
specialties  and  geographic  regions  of  the  U.S.    Congress  crafted  a 
five-year  transition  period  to  ameliorate  any  dislocations  that  might 
occur  as  payments  are  shifted.    In  addition,  although  RBRVS  is 
methodologically  sound,  it  has  not  been  implemented  in  any  major 
setting.    Therefore,  caution  is  necessary  so  that  we  can  understand  the 
impact  of  RBRVS  implementation  and  correct  problems  that  arise  during  the 
transition  period. 

Despite  the  magnitude  of  the  OBRA-89  physician  payment  reforms,  the 
Administration  proposed  $2.2  billion  in  Part  B  cuts  immediately  after 
enactment  of  OBRA  89.    These  cuts  include: 

•  reducing  payments  for  certain  procedures  and  localities; 

•  allowing  a  full  Medicare  economic  index  update  only  for  primary 
care  services; 

•  reducing  payment  for  radiology  and  anesthesia  services;  and 

•  reforming  payments  for  assistants  at  surgery  and  surgical  global 
fees . 

By  proposing  these  and  other  cuts*,  the  Administration  is  proposing 
to  undermine  RBRVS  before  the  methodology  is  even  implemented.  The 
budget  cuts  eviscerate  the  concept  of  budget  neutrality  upon  which  RBRVS 
is  premised  by  "chipping  away"  at  the  payment  levels  in  effect  when 
Congress  enacted  the  fee  schedule.    Consequently,  the  fundamental  goal  of 
fairness  added  with  the  RBRVS  will  be  subverted.    As  a  result, 
individuals  residing  in  under- reimbursed  and  underserved  areas,  such  as 
many  rural  areas,  will  likely  remain  underserved. 

In  addition  to  undermining  the  budget  neutrality  requirement  of 
RBRVS,  the  proposed  cuts  are  simply  inconsistent  with  effective 
implementation  of  RBRVS  and  MVPS.    These  reforms  are  the  product  of 
innumerable  hours  of  study,  refinement  and  honing;  it  would  be  ultimately 
inefficient  and  disruptive  to  "tinker"  with  their  foundations  before  they 
are  implemented. 

Although  the  proposed  budget  cuts  are  of  paramount  importance,  they 
are  not  our  only  concern.    We  would  like  to  take  this  opportunity  to  call 
to  the  Committee's  attention  several  other  vital  issues.    First,  the 
OBRA-89  physician  payment  provisions  contain  a  serious  internal 
inconsistency.    As  stated  previously,  RBRVS  will  be  implemented  in  1992, 
and  will  base  payment  on  the  resources  required  to  provide  medical 
services.     In  addition,  OBRA-89  replaced  the  existing  Maximum  Allowable 
Actual  Charge  (MAAC)  program — which  limits  physician  billings  by  a 
complex  formula  based  upon  1984  actual  charges — with  a  phased-in  cap 
equal  to  a  percentage  of  the  RBRVS  resource-based  payment  amount  (115%  by 
1993). 

The  inconsistency  in  this  scheme  is  that  RBRVS  will  not  be 
implemented  until  1992,  yet  the  billing  limits,  which  are  supposed  to  be 
based  on  RBRVS  payments,  will  be  implemented  in  1991.    For  1991  only, 
therefore,  the  cap  will  be  125%  of  the  existing  CPR  system.    The  1991  cap 
could  cause  serious  reductions  in  the  fees  physicians  are  allowed  to 
charge  in  1991,  especially  the  fees  for  the  "undervalued"  evaluation  and 
management  services,  and  services  provided  in  traditionally  under- 
compensated rural  areas. 


*A  complete  listing  of  the  Part  B  cuts  and  the  AMA's  recommendations 
regarding  those  cuts  is  attached  as  Appendix  IV. 
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Although  we  do  not  believe  that  physicians  should  be  subject  to 
arbitrary  billing  limits,  we  recognize  that  the  new  system  is  designed  to 
establish  limits  based  upon  defined  amounts  reflecting  the  shift  between 
services  and  regions.    We  believe  that  the  new  system,  however,  is 
seriously  flawed  in  that  its  implementation  precedes  implementation  of 
RBRVS,  and  urge  that  legislation  be  incorporated  in  the  pending 
reconciliation  bill  to  delay  implementation  of  the  new  billing  system 
until  1992. 

Finally,  we  alert  the  Committee  to  scrutinize  the  forthcoming 
regulations  implementing  the  Clinical  Laboratory  Improvement  Amendments 
of  1988  (CLIA-88).    As  detailed  in  Appendix  V,  and  based  upon  our  review 
of  an  unpublished  preliminary  draft  of  the  regulations,  we  are  very 
concerned  that  the  Department  of  Health  and  Human  Services  intends  to 
adopt  rules  reflecting  an  inappropriate  and  unduly  rigid  interpretation 
of  the  legislation  that  will  increase  costs  and  lead  to  decreased  access 
to  services. 

CONCLUSION 

In  conclusion,  Medicare  has  been  subjected  to  years  of  significant 
budget  cuts,  and  just  recently  the  Congress  enacted  massive  and  needed 
reforms  in  physician  payment.    Although  we  do  not  believe  that  RBRVS  is  a 
panacea  for  all  physician  payment  issues,  it  is  a  well-grounded  effort  at 
achieving  equity  in  reimbursement.    We  urge  you  to  prevent  the 
undermining  of  RBRVS,  and  to  protect  the  program  from  further  cuts  that, 
if  imposed,  will  jeopardize  the  health  care  of  the  nation's  elderly  and 
disabled. 


5392p 
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APPENDIX  I 


A  MESSAGE  TO  CONGRESS  ON  MEDICARE 

As  organizations  of  physicians  whose  members  serve  the  medical  needs  of 
the  elderly  and  disabled,  we  are  gravely  concerned  for  the  future  of 
Medicare.    On  behalf  of  our  patients,  we  hope  that  the  integrity  of  the 
program  will  not  be  further  compromised  in  the  coming  Congressional 
budget  deliberations. 

During  the  past  decade,  Medicare  has  contributed  more  than  any  other 
domestic  program  to  spending  cuts.    To  continue  these  drastic  reductions 
can  only  have  a  deleterious  effect  on  the  level  and  quality  of  care 
delivered  to  Medicare  patients. 

Yet  the  Administration  proposes  cutting  an  additional  $5.5  billion  from 
Medicare.    The  proposed  cuts  are  patently  unreasonble. 

The  medical  community  appeals  to  Members  of  congress  and  concerned 
citizens  to  consider  the  negative  impact  of  continued  spending  cuts  for 
Medicare  patients. 


American  Academy  of  Dermatology 
American  Academy  of  Facial  Plastic  and  Reconstructive  Surgery 
American  Academy  of  Family  Physicians 
American  Academy  of  Neurology 
American  Academy  of  Ophthalmology 
American  Academy  of  Otolaryngic  Allergy 
American  Academy  of  Otolaryngology  Head  &  Neck  Surgery,  Inc. 
American  Academy  of  Physical  Medicine  and  Rehabilitation 
American  Medical  Association 
American  Association  of  Neurological  Surgeons 
American  College  of  Cardiology 
American  College  of  Chest  Physicians 
American  College  of  Emergency  Physicians 
American  College  of  Nuclear  Physicians 
American  College  of  Obstetricians  and  Gynecologists 
American  College  of  Rheumatology 
American  Congress  of  Rehabilitation  Medicine 
American  Group  Practice  Association 
American  Psychiatric  Association 
American  Society  for  Dermatologic  Surgery 
American  Society  of  Addiction  Medicine 
American  Society  of  Cataract  and  Refractive  Surgery 
American  Society  of  Clinical  Oncology 
American  Society  of  Clinical  Pathologists 
American  Society  of  Internal  Medicine 
American  Society  of  Plastic  and  Reconstructive  Surgeons,  Inc. 
American  Urological  Association,  Inc. 
College  of  American  Pathologists 
Congress  of  Neurological  Surgeons 
Joint  Council  on  Allergy  and  Immunology 
Medical  Group  Management  Association 
Renal  Physicians  Association 
Society  of  Nuclear  Medicine 
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APPENDIX  II 


Physician  Reiaburseaent  Restraints  Under  Medicare 

Since  the  inception  of  Medicare,  Congress  and  the  Department  of  Health 
and  Human  Services  have  taken  actions  that  have  resulted  in  reductions  in 
Medicare  reimbursement  for  services  provided  by  physicians  for  Medicare 
beneficiaries.    The  result  of  these  actions  has  been  that  physician  reim- 
bursement under  Medicare  consistently  has  been  compressed  to  a  point 
where  the  maximum  Medicare  reimbursement  rate,  the  "prevailing  charge," 
usually  does  not  reflect  the  actual  prevailing  charge  for  these  services. 

In  1969,  prevailing  charge  levels  were  lowered  from  the  90th  percentile 
to  the  83rd  percentile  of  customary  charges.    In  1970,  prevailing  charge 
levels  were  lowered  to  the  75th  percentile  of  customary  charges.    For  the 
second  half  of  the  1971  fiscal  year,  physician's  customary  charges  were 
based  on  the  physician's  median  charge  during  the  1969  calendar  year. 

In  August  1971,  nationwide  wage  and  price  controls  were  imposed.  While 
these  controls  were  lifted  seventeen  months  later  for  most  of  the  econ- 
omy, they  still  were  retained  for  physicians  for  an  additional  fifteen 
months  ~  until  May  1974. 

In  1972,  Congress  established  further  restraints  through  use  of  an  econ- 
omic index  as  a  means  to  limit  the  rate  of  annual  increase  in  prevailing 
charge  levels.    In  1976,  the  Medicare  Economic  Index  (MEI)  as  used  to  set 
the  prevailing  charge  limits  using  fiscal  year  1973  charge  screens  that 
were  based  on  physicians'  charges  during  calendar  year  1971. 

Starting  with  the  Deficit  Reduction  Act  of  1984  (DRA)  further  and  sub- 
stantial limits  were  imposed  on  physician  reimbursement  and  charges  for 
services  provided  Medicare  beneficiaries.    The  DRA  modified  physician 
reimbursement  in  the  following  ways: 

Two  classes  of  physicians  were  created:    "participating"  physicians 
who  agreed  to  accept  all  Medicare  claims  on  an  assigned  basis  and 
"non-participating"  physicians  who  may  continue  to  accept  assignment 
on  a  claim-by-claim  basis; 

Medicare  maximum  reimbursement  levels  for  physician  services,  cus- 
tomary and  prevailing  charge  levels,  were  frozen  for  the  period  of 
June  30,  1984  to  September  30,  1985  (if  no  freeze  had  been  imposed  by 
the  DRA,  the  economic  index  would  have  allowed  a  3.34%  increase  of 
prevailing  charge  levels  on  July  1,  1984); 

The  scheduled  July  1,  1984  increase  in  fee  profiles  was  eliminated, 
and  the  future  annual  update  in  fee  profiles  was  delayed  from  July  1 
to  October  1,  with  the  next  increase  set  for  October  1,  1985;  and 

Fees  for  services  provided  Medicare  beneficiaries  by  "non-partici- 
pating physicians"  were  frozen  during  this  15-month  period.  (Partic- 
ipating physicians  were  allowed  to  increase  their  fees  for  Medicare 
beneficiaries,  but  they  are  not  allowed  to  collect  this  increased  fee 
because  of  the  agreement  to  accept  assignment  on  all  Medicare  claims.) 


-  American  Medical  Association  - 
Department  of  Federal  Legislation,  Division  of  Legislative  Activities 
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The  Emergency  Extension  Act  again  froze  physician  payment  levels  at  the 
rates  in  effect  on  September  30,  1985  for  45-days.    (This  Act  prevented  a 
3.15%  increase  from  being  applied  to  Medicare  prevailing  charge  levels  on 
October  1,  1985.)    This  Act  also  rolled  back  the  actual  charge  levels 
allowed  physicians  who  "participated"  in  FY85  but  who  had  not  agreed  to 
"participate"  in  FY86.    Further  legislation  extended  the  Extension  Act, 
with  fee  and  reimbursement  levels  again  frozen  through  March  15,  1986. 

The  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985  (COBRA)  yet 
again  extended  the  Medicare  reimbursement  freeze:    i)  the  freeze  on 
Medicare  reimbursement  and  charges  for  non-participating  physicians  was 
continued  through  December  31,  1986;  and  ii)  the  freeze  in  the  customary 
and  prevailing  charge  levels  for  participating  physicians  was  allowed  to 
end  May  1,  1986,  with  the  prevailing  charge  increase  for  participating 
physicians  set  at  only  4.15%. 

The  Omnibus  Budget  Reconciliation  Act  of  1986  (0BRA-86)  made  substantial 
modifications  in  physician  reimbursement  and  fee  limits. 

Reimbursement  -  Both  participating  and  non-participating  physicians 
were  allowed  an  equal  3.2%  update  in  Medicare  prevailing  charge 
levels  beginning  January  1,  1987.    Beginning  on  January  1,  1987, 
prevailing  charges  for  non-participating  physicians  were  set  at  96% 
of  the  prevailing  charge  levels  allowed  participating  physicians. 

Fees  -  The  freeze  on  actual  charges  of  non-participating  physicians 
expired  on  December  31,  1986  and  was  replaced  by  Maximum  Allowable 
Actual  Charge  (MAAC)  limits.    Each  MAAC  is  determined  by  a  compli- 
cated formula  applicable  to  every  charge  of  every  individual 
physician.    Physicians  are  subject  to  substantial  penalties  for 
violation  of  MAAC  limits.    MAAC  limits  are  determined  as  follows: 

If  the  physician's  actual  charge  for  any  given  service  is  at  or 
above  115%  of  the  prevailing  charge  (as  determined  from  year  to 
year),  the  actual  charge  for  that  service  may  be  increased  by  no 
more  than  1%.    If  the  actual  charge  is  less  than  115%  of  the 
prevailing  charge,  that  charge  may  be  increased  by  the  greater  of 
1%  or  as  follows: 

January  1,  1987  -  charge  increases  were  limited  to  l/4th  of  the 
difference  between  the  actual  charge  and  115%  of  the  Medicare 
prevailing  charge; 

January  1,  1988  -  charge  increases  were  limited  to  l/3rd  of  the 
difference  between  the  actual  charge  and  115%  of  the  Medicare 
prevailing  charge; 

January  1,  1989  -  charge  increases  are  limited  to  1/2  of  the 
difference  between  the  actual  charge  and  115%  of  the  Medicare 
prevailing  charge;  and 

January  1,  1990  and  subsequent  years  -  actual  charges  may  be 
increased  to  115%  of  the  Medicare  prevailing  charge. 
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OBRA-86  reduced  prevailing  charge  levels  for  cataract  surgery  by  10% 
in  1987  plus  another  2%  in  1988.    A  limit  of  4  base  units  for  anes- 
thesia services  related  to  cataract  surgery  also  was  set.  Special 
limits  on  fees  for  these  services  also  were  imposed,  with  actual 
charges  limited  to  1/2  the  amount  by  which  the  charge  exceeds  125%  of 
the  new  prevailing  charge  in  1987  and  to  125%  of  the  prevailing 
charge  in  1988  and  thereafter. 

The  Omnibus  Budget  Reconciliation  Act  of  1987  (0BRA-87)  made  further 
substantial  modifications  in  Medicare  payment  for  physicians'  services: 

Three-Month  Freeze  -  Prevailing  and  customary  charge  levels  were 
maintained  at  the  levels  in  effect  during  1987  during  the  three-month 
period  ending  on  March  31,  1988.    Also  during  this  three-month 
period,  MAACs  were  kept  at  the  amount  determined  for  1987.  1988 
MAACs  did  not  go  into  effect  until  April  1,  1988. 

Sequestration  -  The  Gramm-Rudman-Hol 1 ings  sequestration  reduced 
payments  for  physicians'  services  by  2.324%  through  March  1988. 

Medicare  Economic  Index  (MEI)  -  For  services  provided  by  partici- 
pating physicians  after  March  31,  1988,  the  MEI  increase  was  limited 
to  3.6%  for  primary  care  services  and  1%  for  other  physicians' 
services.    Increases  for  the  services  of  non-participating  physicians 
were  set  at  0.5%  less  than  the  increase  allowed  participating  physi- 
cians (3.1%  and  0.5%).    For  physicians'  services  furnished  in  1989, 
the  increase  for  participating  physicians  is  to  be  3%  for  primary 
care  services  and  1%  for  other  physicians'  services.    The  increase  in 
1989  for  non-participating  physicians  will  be  0.5%  less. 

Reductions  in  Prevailing  Charge  Levels  -  The  following  physicians' 
services  provided  after  March  31,  1988  were  subjected  to  "reasonable 
charge"  reductions:    bronchoscopy  (Codes  31622-31626),  carpal  tunnel 
repair  (Code  64721),  cataract  surgery  (Codes  66830-66985),  coronary 
artery  bypass  surgery  (Codes  33510-33528),  knee  arthroscopy  (Codes 
29880-29881),  diagnostic  and/or  therapeutic  dilation  and  curettage 
(Code  58120),    knee  arthroplasty  (Codes  27446-27447),  pacemaker 
implantation  (Codes  33206-33208),  total  hip  replacement  (Codes  27130- 
27132),  suprapubic  prostatectomy  (Code  55821),  transurethral  resec- 
tion of  the  prostate  (Code  52601),  and  upper  gastrointestinal  endos- 
copy (Codes  43235-43239).    The  1987  prevailing  charge  levels  for 
these  services  initially  were  reduced  by  2%.    Further  reductions  of 
up  to  15%  were  implemented  according  to  a  sliding  scale  formula  for 
services  between  85%  and  150%  of  the  national  average. 

Where  a  non-participating  physician's  allowed  charge  is  reduced  by 
the  application  of  this  provision  (or  for  cataract  procedures,  or 
physician  supervision  of  certified  registered  nurse-anesthetists), 
the  physician  may  not  charge  the  beneficiary  more  than  125%  of  the 
reduced  allowed  amount  plus  one-half  of  the  amount  by  which  the 
physician's  MAAC  for  the  service  for  the  previous  12-month  period 
exceeds  the  125%  level.    In  subsequent  years,  the  maximum  allowed 
charge  will  be  set  at  125%  of  the  prevailing  charge.    Where  a  physi- 
cian "knowingly  and  willfully"  imposes  a  charge  in  violation  of  this 
provision,  the  Secretary  is  authorized  to  apply  sanctions  (civil 


98 


money  penalties,  assessments,  and  five-year  barring)  against  the 
physician.    These  charge  reductions  will  not  apply  to  services 
furnished  after  the  earlier  of  December  31,  1990  or  one  year  after 
the  Secretary  reports  to  Congress  on  development  of  the  RVS. 

Payment  for  Physician  Anesthesia  Services  -  In  determining  the  amount 
allowed  for  the  medical  direction  of  two  or  more  nurse  anesthetists 
(in  which  services  are  provided  in  whole  or  in  part  concurrently)  for 
services  provided  after  March  31,  1988  and  prior  to  January  1,  1991, 
the  number  of  base  units  recognized  for  the  medical  direction  (other 
than  for  cataract  surgery  or  an  iridectomy)  will  be  reduced  from 
current  levels  by:    10%  where  the  medical  direction  is  of  two  nurse 
anesthetists  concurrently;  25%  where  the  medical  direction  is  of 
three  nurse  anesthetists  concurrently;  and  40%  where  the  medical 
direction  is  of  four  nurse  anesthetists  concurrently.    Where  the 
anesthesia  services  are  for  concurrent  cataract  surgery  or  an 
iridectomy  procedure  provided  after  December  31,  1989  and  before 
January  1,  1991,  the  number  of  base  units  that  will  be  recognized  for 
the  medical  direction  will  be  reduced  from  current  levels  by  10%. 

Fee  Schedules  for  Radiologist  Services  -  Medicare  payments  for 
radiologist  services  will  be  the  lesser  of  80%  of  the  actual  charge 
for  the  service  or  the  amount  provided  under  a  fee  schedule. 
"Radiologist  services"  are  defined  to  include  radiologic  services 
performed  by,  or  under  the  direction  or  supervision  of,  a  physician 
who  is  certified  or  eligible  to  be  certified  by  the  American  Board  of 
Radiology,  or  a  physician  for  whom  radiologic  services  account  for  at 
least  50%  of  his  or  her  Medicare  billings. 

Radiology  Charge  Limitations  -  Where  radiologist  services  are  pro- 
vided by  non-participating  physicians  or  suppliers  after  1988  and 
where  payment  is  made  pursuant  to  the  fee  schedule,  the  maximum 
amount  that  may  be  billed  will  be  subject  to  a  "limiting  charge." 
The  limiting  charge  will  apply  as  follows:    in  1989  -  125%  of  the 
amount  specified  in  the  fee  schedule;  in  1990  -  120%  of  the  amount 
specified  in  the  fee  schedule;  and  after  1990  -  115%  of  the  amount 
specified  in  the  fee  schedule.    Where  a  charge  is  "knowingly  and 
willfully"  imposed  above  the  limiting  charge,  sanctions  may  be 
appl ied. 

Limits  on  Payment  for  Ophthalmic  Ultrasound  -  Effective  for  services 
provided  after  March  31,  1988,  the  prevailing  charge  level  for  A-mode 
ophthalmic  ultrasound  procedures  may  not  exceed  5%  of  the  prevailing 
charge  level  established  for  extracapsular  cataract  removal  with  lens 
implantation.    Limits  on  actual  charges  for  this  service  also  apply. 

Customary  Charges  for  Services  of  New  Physicians  -  For  physicians  who 
do  not  have  adequate  actual  charge  data,  customary  charges  are  to  be 
set  at  80%  of  the  prevailing  charge  for  the  service  in  the  area. 
(Previously,  these  charges  were  set  at  the  50th  percentile  of 
customary  charges  in  the  area,  an  amount  usually  above  prevailing 
charge  levels.)    This  limit  is  not  applicable  for  primary  care 
services  or  for  services  provided  in  designated  rural  areas. 
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The  Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA-89)  made  the 
following  significant  modifications  to  physician  payment  under  Medicare: 

Physician  Payment  Reform  -  Beginning  in  1992,  payment  for  physicians' 
services,  for  which  payment  presently  is  on  a  "reasonable  charge" 
basis  or  in  accordance  with  the  radiology  fee  schedule,  will  be  based 
on  the  lesser  of  the  actual  charge  for  the  service  or  the  amount 
determined  under  the  fee  schedule  for  a  particular  year. 

Medicare  Volume  Performance  Standard  (MVPS)  Rates  of  Increase  -  By 
April  15  of  each  year  (beginning  with  1990)  the  Secretary  will 
present  to  Congress  a  recommendation  on  MVPS  rates  of  increase  for 
all  physicians'  services  and  for  each  category  of  such  services  for 
the  upcoming  fiscal  year. 

Extension  of  Sequestration  -  The  2%  sequestration  reduction  in 
payment  will  be  maintained  and  extended  to  March  31,  1990.  After 
this  date,  a  1.3%  partial  sequester  will  continue  throughout  the 
fiscal  year.    (The  Part  A  sequester  of  2%  is  continued  through 
December  31,  1989,  with  a  1.3%  partial  sequester  continuing 
throughout  the  fiscal  year.) 

Delay  in  Update  and  Application  of  the  Medicare  Economic  Index 

•  Updates  -  Part  B  payment  increases  or  adjustments  scheduled  to 
occur  as  of  January  1,  1990  (i.e.,  adjustments  to  customary  or 
prevailing  charges,  fee  schedule  amounts,  MAACS,  and  other 
limits  on  actual  charges)  shall  be  postponed  until  April  1, 
1990.    In  lieu  of  any  increase  or  adjustment  from  January  1, 
1990  to  March  31,  1990,  the  amount  of  payment  and  limits  for  all 
Part  B  covered  services  (other  than  ambulance  and  clinical 
diagnostic  laboratory  services)  will  be  the  same  as  those  in 
effect  on  December  31,  1989. 

•  Medicare  Economic  Index  (MEI)  Percentage  Increase  -  The 
percentage  increase  in  the  MEI  for  services  furnished  in  1990 
(after  March  31,  1990)  will  be: 

•  the  full  percentage  increase  (5.3%)  as  would  otherwise  be 
determined  for  primary  care  services  (office  medical 
services,  certain  eye  examinations,  emergency  department 
services,  home  medical  services,  skilled  nursing, 
intermediate  care  and  long-term  care  medical  services,  and 
nursing  home,  board  home,  domiciliary  or  custodial  care 
medical  services); 

•  2%  for  other  services  (not  including  primary  care 
services);  and 

•  0%  for  radiology,  anesthesia  and  "overvalued"  services. 

Reduction  in  Payments  for  Overvalued  Services  -  Medicare  payment  for 
certain  physicians'  services  provided  from  April  1,  1990  through 
December  31,  1990  and  identified  as  "overvalued"  will  be  reduced. 
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Reduction  in  Payments  for  Radiology  Services 

•       Fee  Schedules  for  Radiologists'  Services  -  The  conversion 

factors  used  to  compute  fee  schedules  for  radiologists'  services 
(excluding  portable  x-ray  services)  furnished  in  1990  (after 
March  31,  1990)  shall  be  96%  of  the  factors  applied  as  of 
December  31,  1989. 

Customary  Charge  Levels  for  New  Physicians  -  In  determining  customary 
charge  levels  for  physicians'  services  furnished  in  1990  and  beyond 
(on  and  after  April  1,  1990)  by  "new"  physicians  —  physicians  for 
whom  adequate  actual  charge  data  are  not  yet  available  —  the 
Secretary  shall  set  customary  charge  levels  at  the  start  of  the 
second  calendar  year  in  the  practice  at  no  higher  than  85%  of  the 
prevailing  charge  levels. 

Payment  Limits  for  Services  Furnished  bv  More  Than  One  Specialty  - 
The  Secretary  shall  designate  certain  surgical,  radiological  and 
diagnostic  physicians'  services  that:    (1)  account  for  a  high  volume 
of  Part  B  expenditures;  and  (2)  have  varying  prevailing  charges, 
depending  upon  the  specialty  of  the  physician  furnishing  the 
service.    For  any  such  designated  service  performed  after  March  31, 
1990  the  prevailing  charge  may  not  exceed  the  prevailing  charge  or 
fee  schedule  amount  for  the  specialty  that  furnishes  the  service  most 
frequently  nationally.    Where  a  non-participating  physician  provides 
one  of  these  services  after  March  31,  1990,  special  MAACs  will 
apply.    (The  charge  may  not  exceed  125%  of  the  reduced  allowed  amount 
plus  one-half  of  the  amount  by  which  the  physician's  MAAC  for  the 
service  for  the  previous  year  exceeds  the  125%  level  in  the  first 
year,  and  125%  of  the  reduced  amount  in  subsequent  years.) 

Balance  Billing  Limitations  -  For  1991  the  limiting  charge  shall  be 
the  lesser  of  125%  of  the  prevailing  charge  levels  or  the  MAAC 
amount.    In  1992,  the  limit  shall  be  the  lesser  of  the  MAAC  amount  or 
120%  of  the  fee  schedule  amount  for  non-participating  physicians. 
For  years  1993  and  after,  the  limit  shall  be  115%  of  the 
non-participating  physicians'  payment  schedule.    If  a 
non-participating  physician  knowingly  and  willfully  bills  on  a 
repeated  basis  an  actual  charge  in  excess  of  the  limiting  charge 
amount,  the  Secretary  may  apply  sanctions  against  the  physician. 

Effective  April  1,  1990,  payment  for  physicians'  services  provided 
beneficiaries  who  are  eligible  for  medical  assistance,  including 
qualified  Medicare  beneficiaries,  will  only  be  made  on  an  assigned 
basis. 

Physician  Submission  of  Claims  -  Physicians  and  suppliers  shall 
submit  claim  forms  (whether  or  not  the  claim  is  assigned)  for  care 
provided  to  Medicare  patients  on  or  after  September  1,  1990.  Claims 
must  be  submitted  within  one  year  and  no  charge  may  be  imposed  for 
completing  and  submitting  such  forms.    If  a  physician  fails  to  submit 
an  assigned  claim  as  required,  the  Secretary  shall  reduce  the  amount 
otherwise  paid  by  10%.    If  a  nonassigned  claim  is  submitted  sanctions 
would  apply. 
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APPENDIX  III 

Actual  Medicare  Cash  Disbursements, 
Fiscal  Years  1986-1989 


1986 

1987 

1988 

1989 

Dollar  outlays  (Billions): 

Part  A  benefit  payments 

$49,018 

$49,967 

Inpatient  hospital 

46! 055 

46! 840 

48,787 

52,384 

Skilled  nursing  facility 

582 

623 

720 

2,193 

Home  health 

2,195 

2,287 

2,261 

2,534 

Hospice 

35 

63 

90 

120 

PRO  activity 

151 

154 

164 

202 

Part  B  benefit  payments 

25,169 

29,937 

33  682 

00 , 00 / 

Phy  s  i  c  i  an 

18^553 

21 ! 926 

24! 243 

26,150 

Outpatient* 

4,922 

5,780 

6,456 

7,329 

Home  health 

47 

48 

56 

48 

Group  practice  plans 

953 

1,336 

1,952 

2,218 

Independent  labs 

694 

847 

975 

1,122 

Total  benefit  payments 

74,187 

79,904 

85,704 

94,300 

Administrative  expenses 

1,716 

1,736 

1,972 

2,154 

Total  outlays 

75,903 

81,640 

87,676 

96,454 

Pet.  change  from  orev.  vear: 

Part  A  benefit  payments 

- 

1.9% 

4.1% 

10.4% 

Inpatient  hospital 

- 

1.7 

4.2 

7.4 

Skilled  nursing  facility 

- 

7.0 

15.6 

204.6 

Home  neaitn 

4.2 

-1 . 1 

12. 1 

Hospice 

80.0 

42.9 

33.3 

Part  B  benefit  payments 

18.9 

12.5 

9.5 

Phy  s  i  c  i  an 

18.2 

10.6 

7.9 

Outpatient* 

17.4 

11.7 

13.5 

Home  health 

2.1 

16.7 

-14.3 

Group  practice  plans 

40.2 

46.1 

13.6 

Independent  labs 

22.0 

15.1 

15.1 

Total  benefit  payments 

7.9 

7.3 

10.0 

Administrative  expenses 

1.2 

13.6 

9.2 

Total  outlays 

7.6 

7.4 

10.0 

Source:  Tables  provided  by  HCFA  Office  of  the  Actuary  and  Office 
of  Budget  Administration. 

Prepared  by  the  AMA  Center  for  Health  Policy  Research. 

*86%  of  outpatient  services  are  provided  in  hospital  settings. 

2/22/90 
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APPENDIX  IV 


AMA  ANALYSIS  OF  THE  ADMINISTRATION'S  PROPOSED  FISCAL  YEAR  1991 
BUDGET  FOR  HEALTH  PROGRAMS 

The  Bush  Administration's  federal  budget  for  fiscal  year  (FY)  1991 
projects  a  deficit  of  $63.1  billion,  based  on  revenues  of  $1,170  trillion  and 
outlays  (spending)  of  $1,233  trillion.    The  projected  deficit  for  FY91  is 
below  the  $64  billion  deficit  ceiling  set  by  the  Gramm-Rudman-Hol 1 ings  law. 

The  FY91  budget  requests  $464.2  billion  in  outlays  for  HHS.    This  amount 
represents  an  increase  in  total  outlays  of  almost  $27.4  billion  (6.3%) 
compared  to  current  estimates  for  FY90.    The  largest  component  of  the  HHS 
budget  --  approximately  60%  —  is  for  Social  Security  outlays  of  $280.3 
billion  (an  increase  of  about  $17.6  billion  [6.7%]  over  estimated  FY90 
outlays ) . 

The  budget  again  targets  the  Medicare  program  for  major  cuts  and  proposes 
nearly  $5.5  billion  in  Medicare  "savings."    Including  these  proposed  savings, 
the  projected  outlays  for  the  Medicare  program  are  $110.5  billion  (an  increase 
of  $4.9  billion  [4.6%]  over  the  estimated  FY90  outlays).    The  federal  share  of 
Medicaid  outlays  is  estimated  at  $44.9  billion  (an  increase  of  about  $4.7 
billion  [11.7%]  over  FY90). 

The  budget  request  for  the  Public  Health  Service  is  $15.4  billion,  an 
increase  of  $1.3  billion  (9.2%)  over  the  estimated  FY90  appropriation. 

MEDICARE 

During  the  1980s,  the  Medicare  program  has  been  subjected  to  numerous,  and 
often  arbitrary  spending  cuts.    The  Association  continues  to  be  concerned  that 
such  cuts  threaten  access  to  and  quality  of  care  for  Medicare  beneficiaries. 
The  Association  opposes  any  additional  arbitrary  reductions  in  either  Part  A 
or  Part  B  of  Medicare.    However,  the  Association  continues  to  support  certain 
revenue-enhancing  proposals,  including  raising  the  Part  B  premium  to  at  least 
35%  of  program  costs  and  requiring  all  state  and  local  government  employees  to 
pay  Hospital  Insurance  taxes. 

A.    PART  A  PROVISIONS 

The  FY91  budget  contains  proposals  to  reduce  Part  A  outlays  by  nearly 
$3.4  billion  in  1991,  and  $22.3  billion  over  five  years. 


1.      Increase  Payments  to  Medicare's  Risk-Contracting  Health  Maintenance 
Organizations  (HMOs)  (Costs  of  $100  million  in  Part  A  and  $80  million 
in  Part  B  in  1991) 

The  budget  proposes  to  increase  payments  to  Medicare's 
risk-contracting  HMOs  from  95%  to  100%  of  the  estimated  per  capita 
cost  to  Medicare  for  beneficiaries  served  by  fee-for-service 
providers  (the  adjusted  average  per  capital  cost  -  AAPCC).    A  portion 
of  the  increase  would  be  used  to  reduce  beneficiaries'  premiums 
(directly  or  through  rebates).,  and  the  remainder  would  go  to  the  HMO 
for  the  purpose  of  expanding  benefits  or  reducing  premiums. 
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DISCUSSION:  Under  current  law,  Medicare  pays  risk-contracting  HMOs  at 

a  level  equal  to  95%  of  the  AAPCC.    The  proposed  increase 
would  be  used  to  increase  HMO  revenue  and  reduce 
beneficiary  costs  and  increase  the  attractiveness  and 
availability  of  managed  care  options.    The  Association 
notes  that  a  recent  GAO  study  concluded  that  raising  the 
payment  rate  for  at-risk  HMOs  would  increase  program 
costs  without  any  significant  benefit.    The  study, 
ordered  by  Rep.  Stark  (D-Ca),  found  that  factors  other 
than  payment  rates  (such  as  low  Medicare  enrollment)  are 
driving  HMOs  out  of  the  risk  contract  program.  The 
Association  also  questions  the  appropriateness  of  further 
government  action  to  encourage  one  method  of  health  care 
coverage  over  other  coverage  mechanisms.  '  •». 


AMA  POSITION 
2 


The  AMA  recommends  opposition  to  this  proposal 


Reduction  in  Capital  Payments  (Savings  of  $1,530  billion  in 
1991) 

Under  current  law  for  the  period  January  1  -  September  30,  1990, 
capital  payments  to  certain  hospitals  are  reduced  by  15%.  The 
budget  proposes  to  continue  this  reduction  for  rural  hospitals, 
and  to  increase  the  reduction  to  25%  for  urban  hospitals. 

DISCUSSION:       The  Association  is  concerned  that  inappropriate 

reductions  of  capital  cost  reimbursement  could  have  a 
severe  negative  impact  on  the  ability  of  patients  to 
obtain  needed  medical  and  health  care  services.  The 
Association  does  not  believe  further  capital  cost  cuts 
are  appropriate  until  the  effect  of  recently  imposed 
cuts  can  be  assessed.    The  Association  further 
believes  that  any  budget  proposal  regarding  hospital 
capital  cost  reimbursement  must  be  carefully  assessed 
to  ensure  that  institutions  can  provide  needed  patient 
services,  and  that  adequate  transition  time  is 
provided  to  meet  existing  capital  cost  obligations. 

AMA  POSITION:    The  Association  recommends  opposition  to  further 
hospital  capital  costs  reductions. 


3.      Prospective  Pricing  System  (PPS)  Update  of  4.1%  (Savings  of  $640 
million  in  1991) 

The  budget  proposes  a  PPS  update  of  4.1%  (market  basket  minus 
1.5%). 

DISCUSSION:       The  AMA  supported  the  concept  in  the  original  PPS 

legislation  of  allowing  an  annual  PPS  update  of  market 
basket  plus  1%,  with  the  1%  being  for  new  technology. 
Although  the  Association  is  cognizant  of  the  need  for 
savings  from  all  sectors  of  the  budget,  the  market 
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basket  represents  cost  increases  of  goods  and  services 
that  hospitals  must  buy  in  an  uncontrolled  market. 
The  Association  cannot  support  an  adjustment  below  the 
market  basket  based  on  the  current  patient  care, 
economic  and  hospital  climate. 

AMA  POSITION:  The  AMA  recommends  support  for  a  full  market 

basket  increase  in  the  PPS  adjustment. 


4.     Reduction  in  Indirect  Medical  Education  (IME)  Payments  (Savings 
of  $1.03  billion  in  1991) 

The  budget  proposes  decreasing  IME  payments  by  lowering  a  factor 
in  the  payment  formula  from  7.7%  to  4.05%. 

DISCUSSION:       The  Association  notes  the  recent  history  of  cuts  in 
the  IME  payments,  and  has  serious  concerns  about  the 
future  effect  on  health  care  if  there  are  further 
reductions  in  these  payments.    Expenditures  on 
graduate  training  should  be  viewed  as  investments  in 
the  future  health  care  of  America.    The  Association 
believes  that  there  should  be  no  further  reductions  in 
this  payment  amount  without  a  thorough  analysis,  based 
on  reliable  statistical  data,  on  whether  such  cuts 
would  be  deleterious  to  teaching  hospitals  and  their 
patients. 


AMA  POSITION:  The  Association  recommends  opposition  to  IME 

payment  reduction  below  7.7%. 


5.     Reform  Graduate  Medical  Education  (GME)  Payents  (Savings  of 
$170  million  in  Part  A  and  $35  million  in  Part  B  in  1991) 

The  budget  proposes  to  establish  a  "per  resident"  GME  payment 
amount  derived  from  the  national  average  of  FY  1987  residents' 
salaries  updated  by  the  CPI .  Primary  care  residents  would  be 
weighted  at  180%  of  the  per  resident  amount,  non-primary  care 
residents  in  their  initial  residency  would  be  weighted  at  140%, 
and  non-primary  care  residents  beyond  their  initial  residency 
period  would  be  weighted  at  100%. 

DISCUSSION:       Currently,  Medicare  payments  to  hospitals  for  their 
medical  residents  vary  due  to  historical  patterns  in 
hospital  accounting.    The  Association  supports  full 
funding  for  the  direct  costs  of  medical  education 
through  salaries  and  stipends,  etc.    In  addition,  the 
Association  opposes  differential  GME  payments  based 
upon  specialty. 


AMA  POSITION:  The  Association  recommends  opposition  to  the 

proposed  funding  reduction. 
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6.      Cap  Intern-  and  Resident-to-Bed  Ratios  (IRB)  at  FY89  Levels 
(Savings  of  $10  Billion  in  1991) 

The  budget  proposes  to  cap  IRB  ratios  at  FY89  levels. 

DISCUSSION:       The  proposed  cap  is  intended  to  prevent  hospitals"  from 
closing  beds  solely  to  raise  their  IRB  ratios,  thereby 
reaping  "windfall"  payments.    Although  some  hospitals 
might  close  beds  solely  to  increase  their  IRB  ratios, 
the  Association  believes  this  is  unlikely. 
Furthermore,  a  universal  IRB  cap  at  FY89  levels  would 
arbitrarily  disregard  legitimate  IRB  changes  and  could 
act  as  an  arbitrary  disincentive  to  hospital  merger 
and  growth. 

AMA  POSITION:  The  Association  recommends  opposition  to  this 

provision. 


PART  B  PROVISIONS 

The  FY91  budget  contains  proposals  to  reduce  Part  B  outlays  by 
$2.2  billion  in  FY91,  and  $23.9  billion  projected  over  five  years. 

1.      Part  B  Premium 

The  budget  proposes  to  set  a  floor  on  the  rate  of  increase  for 
the  Part  B  premium  each  year,  beginning  in  calendar  year  1991, 
at  the  level  that  would  be  necessary  to  finance  25%  of  the 
program. 

DISCUSSION:       The  Association  notes  that  the  premium  originally  was 
designed  to  fund  50%  of  Part  B  expenses,  and  believes 
that  an  increase  in  the  Part  B  premium  to  fund  at 
least  35%  of  program  costs  is  more  appropriate. 

AMA  POSITION:  The  Association  recommends  support  for  a  premium 

floor  of  at  least  35%  of  program  costs. 


2.  Updates 

a.      Medicare  Economic  Index  [MET)  Update  Only  for  Primary  Care 
Services  (Savings  of  $450  million  in  FY91) 

The  budget  proposes  to  provide  full  customary  and 
prevailing  charge  level  updates  for  1991  only  for  primary 
care  services,  with  customary  and  prevailing  charge  updates 
frozen  for  non-primary  care  services.    The  budget  also 
proposes  to  implement  a  1991  consolidation  of  customary  and 
prevailing  charge  screens,  currently  scheduled  to  be  used 
in  1992  as  the  basis  for  the  transition  to  the 
resource-based  fee  schedule. 
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b.  Reduce  Pavents  for  Certain  Overvalued  Procedures  (Savings 
of  $110  Billion  in  FY91) 

The  budget  proposes  to  reduce  payments  for  overvalued 
procedures  by  two-thirds  of  the  remaining  amounts  by  which 
they  are  overvalued,  up  to  a  maximum  reduction  of  25 
percent.    (0BRA-89  reduced  payments  for  selected  overvalued 
procedures  by  one-third  of  the  amount  by  which  they  were 
determined  to  be  overvalued  compared  to  an  estimated 
resource-based  fee  schedule,  up  to  a  maximum  reduction  of 
15  percent . ) 

c.  Reduce  Payments  for  Overvalued  Localities  (Savings  of  $50 
million  in  FY91) 

The  budget  proposes  to  reduce  payments  for  certain 
procedures  in  localities  where  payments  are  overvalued 
relative  to  the  national  average,  once  the  average  has  been 
adjusted  to  account  for  differences  in  practice  costs  among 
areas.    The  maximum  reduction  for  any  procedure  in  a 
locality  in  1991  would  be  25  percent. 

DISCUSSION:       These  proposals  present  issues  where  there  is  a  long 
history  of  arbitrary  payment  reductions.    Indeed,  this 
history  of  payment  reduction  was  one  of  the  reasons 
for  Congressional  support  for  the  implementation  of  a 
Medicare  payment  system  based  on  a  resource-based 
relative  value  scale  (RBRVS).    Noting  AMA  support  for 
an  RBRVS  payment  mechanism,  as  further  refined  and 
developed,  the  Association  believes  that  the  process 
is  in  place  to  develop  appropriate  reimbursement  for 
these  services.    Additional  cuts,  especial ly  with  the 
RBRVS  scheduled  for  implementation  in  the  near  future, 
would  be  arbitrary  and  short-sighted.    Such  cuts  would 
also  increase  dislocations  that  the  transition, 
adopted  by  the  Congress,  is  designed  to  limit  and  thus 
ameliorate  concerns  about  access  to  services. 


AMA  POSITION:  The  Association  recommends  opposition  to  these 

three  proposals. 


3.      Reduce  Radiology  and  Anesthesia  Fees  (Savings  of  $230  ail  lion 
in  FY91) 

The  1991  budget  proposes  to  reduce  radiology  and  anesthesia  fees 
by  the  amount  that  current  fees  exceed  an  estimated  resource- 
based  fee  schedule,  with  a  25%  maximum  reduction  in  any  locality 
in  1991.    The  budget  also  proposes  to  pay  the  same  amount  for 
anesthesia  services  whether  an  anesthesiologist  or  a  certified 
registered  nurse  anesthetist  (CRNA)  performs  the  service.  Under 
this  proposal,  Medicare  would  pay  the  anesthesiologist  for 
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medical  direction  an  amount  equal  to  the  difference  between  the 
payment  the  anesthesiologist  would  have  received  for  personally 
performing  the  service  and  the  CRNA  payment.    Medicare  payment 
for  CRNAs  would  not  be  reduced. 

DISCUSSION:       The  Association  believes  that  payment  for  these 

services  would  best  be  determined  through  the  use  of  a 
resource-based  relative  value  fee  schedule.  The 
Association  also  notes  the  significant  difference  in 
anesthesia  care  provided  by  an  anesthesiologist  and  a 
CRNA,  and  strongly  opposes  basing  payment  for  this 
care  at  a  single  rate. 

AMA  POSITION:  The  Association  recommends  opposition  to  this 

proposal . 


Reform  Payments  for  Assistants-at-Surgerv  and  Surgical  Global 
Fees  (Savings  of  $170  million  in  FY91) 

The  budget  proposes  to  pay  the  same  amount  for  surgery 
regardless  of  whether  the  primary  surgeon  uses  a  surgical 
assistant  to  whom  Medicare  would  make  a  separate  payment.  The 
payment  to  the  primary  physician  would  be  reduced  by  the  amount 
of  payment  to  the  assistant  surgeon.    The  budget  also  proposes 
to  reduce  surgical  payments  by  either  a  procedure-specific 
amount  (where  data  are  available)  or  2%  across-the-board. 


DISCUSSION:       The  Association  notes  that  while  some  abuses  may  occur 
in  the  use  of  surgical  assistants  the  proposal  would 
jeopardize  the  quality  of  care  that  a  Medicare 
beneficiary  may  receive.    This  is  especially  important 
where  a  procedure  requires  more  than  one  physician, 
including  team  procedures  and  operations  when  multiple 
procedures  are  being  performed.    Furthermore,  the 
Association  believes  that  a  reduction  in  surgical 
global  fees  at  this  time  is  inconsistent  with  the 
transition  to  the  RBRVS  based  payment  schedule. 

AMA  POSITION:  The  Association  recommends  that  this  proposal  be 

strongly  opposed. 


5.      Phase-in  Increase  for  New  Physicians  (Savings  of  $50  million  in 
FY91) 

OBRA  '87  set  limited  customary  charge  levels  for  new  physicians 
at  80%  of  prevailing  levels,  and  OBRA  '89  continued  to  phase- in 
customary  charge  level  increases  by  limiting  payments  to  second 
year  physicians  to  85%  of  the  prevailing  charge.  The  budget 
proposes  to  continue  to  phase  in  customary  charge  level  payment 
limits  for  new  physicians  as  follows:  90%  for  third  year 
physicians,  95%  for  fourth  year  physicians,  and  100%  of  the  fee 
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schedule  for  fifth  year  physicians.    The  budget  also  proposes  to 
extend  this  policy  to  other  practitioners  reimbursed  on  a 
fee-for-service  basis. 

DISCUSSION:       The  Association  continues  to  believe  that  fee 

schedules  should  not  differentiate  for  years  in 
practice. 

AMA  POSITION:  The  Association  recommends  opposition  to  this 

proposal . 


6.     Technical  Components  of  Diagnostic  and  Radiology  Tests  (Savings 
of  $60  million  in  FY91) 

The  budget  proposes  to  apply  a  cap  at  100%  of  the  national 
median  for  the  technical  component  of  radiology  services  and 
diagnostic  tests,  similar  to  the  cap  on  carrier-specific  fee 
schedules  for  clinical  laboratory  diagnostic  tests. 

DISCUSSION:       The  Association  believes  that  the  use  of  caps  and 

median  national  charges  to  establish  payment  levels  is 
inappropriate  as  no  consideration  is  given  to  the 
actual  cost  of  providing  the  services  in  various 
localities. 

AMA  POSITION:  The  Association  recommends  opposition  to  this 

proposal . 


7.      Physician  Assistant  (PA)  Offset  (Savings  of  $5  ail  lion  in  FY91) 

The  budget  proposes  to  eliminate  duplicate  payments  for  PA 
services  furnished  in  hospitals  by  offsetting  them  from  the 
hospitals'  Medicare  payments.    An  exception  would  be  made  for 
inhospital  PA  services  furnished  in  manpower  shortage  areas. 

DISCUSSION:       While  the  Association  previously  opposed  direct 
payment  for  PA  services,  it  notes  that  duplicate 
payment  for  the  same  services  should  be  avoided.  The 
Association  is  opposed  to  double  payments,  even  for 
hospitals  located  in  manpower  shortage  areas. 

AMA  POSITION:  The  Association  recommends  continued  opposition 

to  direct  payment  for  PA  services,  but  as  long  as 
PA  services  are  directly  reimbursed  to  hospitals, 
the  Association  recommends  support  of  this 
proposal  to  end  duplicate  payment  for  all 
hospitals . 
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8.     Voluntary  Hospital  Physician  Participation  (no  cost) 

The  budget  proposes  to  allow  hospitals  the  option  of  voluntarily 
becoming  "Medicare  Participating  Physician  Medical  Staff 
Hospitals."    These  hospitals  would  contract  with  Medicare  to 
guarantee  that  assignment  would  be  accepted  for  the  following 
physician  services:    emergency,  radiology,  anesthesia  and 
pathology  services  and  consultations. 

DISCUSSION:       The  Medicare  participating  physician  program  would  be 
more  offensive  under  this  proposal  than  it  is 
currently  in  that  aJJ.  physicians  in  the  respective 
specialties  would  be  required  to  abide  by  the  decision 
of  the  majority  to  "participate."    The  Association 
reaffirms  its  opposition  to  the  Medicare  participating 
physician  program. 

AMA  POSITION:  The  Association  recommends  vigorous  opposition  to 

this  proposal. 


9.      Reduce  Hospital  Outpatient  Payments  (Savings  of  $670  million  in 
1991) 

The  budget  proposes  a  10%  across-the-board  reduction  in  Medicare 
payments  for  certain  hospital  outpatient  services,  beginning  in 
1991.    In  addition,  the  budget  proposes  that  capital  payments 
for  outpatient  departments  be  paid  at  85%  of  costs  for  rural 
hospitals  and  75%  of  costs  for  urban  hospitals.    No  reduction  is 
proposed  for  sole  community  hospitals. 

DISCUSSION:       The  Association  is  concerned  that  the  arbitrary 

reduction  would  inadvertently  have  an  adverse  effect 
on  outpatient  services  in  various  settings.  The 
Association  is  also  concerned  that  inappropriate 
implementation  of  changes  in  capital  cost 
reimbursement  could  have  a  severe  negative  impact  on 
the  ability  of  patients  to  receive  needed  medical 
services.    Any  proposal  affecting  outpatient  services, 
one  of  the  fastest  growing  components  of  Medicare, 
must  be  closely  monitored  to  assure  that  institutions 
can  properly  provide  needed  services  for  patients,  and 
that  any  such  proposal  provides  for  an  adequate 
transition  to  allow  institutions  to  meet  already 
committed  capital  cost  obligations. 


AMA  POSITION: 


The  Association  recommends  opposition  to  this 
proposal . 
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10.    Durable  Medical  Eouipaent  [DME]  Proposals  (Savings  of  $250 
■ill ion  in  1991) 

•  National  Cap  on  Fee  Schedules  -  For  all  fee  schedules  for  DME, 
prosthetics  and  orthotics,  the  budget  proposes  to  limit  Medicare 
payment  to  the  median  of  the  fee  schedule  amount  for  each  item, 
with  a  fee  update  only  for  those  items  below  the  limit. 

•  Modify  Fee  Schedule  for  DME  Rental  Items  -  The  budget  proposes 
to  change  the  fee  schedule  for  this  rental  category  from  average 
submitted  charges  to  average  reasonable  charge  to  make  it 
consistent  with  other  DME  categories.    In  addition,  the  budget 
proposes  to  limit  total  monthly  payments  to  120%  of  the 
recognized  purchase  price  (reduced  from  150%). 

•  Reduce  oxygen  payments  by  5  percent  -  0BRA  '87  established  a  fee 
schedule  for  oxygen  based  on  95%  of  the  local  average  amount 
reimbursed  by  Medicare  in  1986.    The  budget  proposes  to  reduce 
the  reimbursement  amount  by  5%. 

•  Fee  Schedule  for  Enteral  Products  and  Supplies  -  The  budget 
proposes  to  establish  a  fee  schedule  for  enteral  nutrients  and 
supplies  based  upon  wholesale  and  retail  price  information. 

DISCUSSION:       The  Association  supports  payment  levels  for  these  DME 
services  that  are  adequate  to  assure  patient  access  to 
medically  necessary  DME.    However,  the  Association  is 
concerned  that  there  are  abuses  in  the  use  of  DME  and 
recommends  further  analysis  to  assure  that  only 
medically  necessary  DME  is  covered  by  Medicare. 

AMA  POSITION:  The  Association  recommends  continued  monitoring 

of  access  to  and  payment  for  medically  necessary 
DME. 


11 .    Competitive  Bidding 

The  budget  proposes  to  give  "serious  consideration"  to 
conducting  competitive  bidding  demonstrations  to  determine 
payment  levels  for  clinical  laboratory  services. 

DISCUSSION:       The  Association  reaffirms  its  policy  of  opposing  the 
use  of  the  competitive  bidding  process  to  establish 
payment  for  physician  services. 

AMA  POSITION:  The  Association  recommends  opposition  to  this 

proposal . 
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12.    Clinical  Laboratory  Services  (Savings  of  $60  Billion  in  FY91) 

The  budget  proposes  to  reduce  the  Medicare  payment  limit  to  90% 
of  the  median  fee  schedule  amounts  for  non-profile  tests  and  80% 
of  the  median  for  profile  and  standardized  test  packages,  with 
fee  updates  only  for  fees  below  the  limit. 

DISCUSSION:       The  Association  is  concerned  that  the  use  of  the 

national  "median"  to  establish  payment  levels  in  areas 
of  high  labor  and  other  costs  would  be  inequitable,  as 
the  payment  level  would  automatically  be  adjusted 
downward  with  no  consideration  as  to  the  actual  cost 
of  providing  the  tests. 

AMA  POSITION:  The  Association  recommends  opposition  to  this 

proposal . 


13.    Provide  Prior  Authorization  Authority  to  Carriers  (Savings  of 
$64  million  in  1991) 

The  budget  proposes  to  extend  to  Medicare  carriers  the  authority 
to  require  prior  authorization  for  medical  services  and/or 
equipment . 

DISCUSSION:       This  proposal  would  result  in  duplication  of  effort  in 
that  the  Peer  Review  Organization  now  carries  out 
prior  authorization.    Granting  this  authority  to  the 
carrier,  which  in  most  circumstances  lacks  medical 
expertise,  would  result  in  increased  administrative 
burdens,  duplicative  efforts,  and  an  additional  level 
of  review  by  untrained  personnel. 

AMA  POSITION:  The  Association  recommends  opposition  to  this 

proposal . 


14.    Catastrophic  Health  Insurance  (CHI) 

The  budget  proposes  that  the  monthly  CHI  flat  premium  revenues 
collected  in  1989  and  currently  in  the  SMI  trust  fund  be 
transferred  to  the  HI  trust  fund  to  offset  the  costs  of  CHI 
hospital  and  SNF  benefits  paid  from  that  trust  fund  during  1989. 

DISCUSSION:       The  Association  believes  that  this  proposal,  which 

transfers  funds  from  one  account  to  another  to  pay  for 
services  provided  under  the  now  repealed  Medicare 
Catastrophic  Coverage  Act,  should  be  supported. 

AMA  POSITION:  The  Association  recommends  support  of  this 

proposal . 
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APPENDIX  V 


February  20,  1990 


Gail  Wilensky,  Ph.D. 
Administrator 

Health  Care  Financing  Administration 
200  Independence  Avenue,  SW 
Washington,  DC  20201 

Dear  Dr.  Wilensky: 

We  are  taking  the  extraordinary  step  of  reacting  formally  to  an 
unpublished  draft  of  a  Notice  of  Proposed  Rulemaking  (NPRM)  on  the 
Clinical  Laboratory  Improvement  Amendments  of  1988  (CLIA-88)  because  of 
our  shared  concern  that  the  Department  may  adopt  an  inappropriate  and 
unduly  rigid  interpretation  of  the  requirements  of  the  legislation. 
Particularly  as  the  NPRM  pertains  to  regulation  of  physicians' 
office-based  testing,  it  would  unnecessarily  jeopardize  patients'  access 
to  needed  services.    We  understand  that  this  draft  may  have  been  changed 
and  that  the  regulations  eventually  will  be  proposed  for  public  comment, 
but  in  view  of  the  fundamental  importance  of  these  regulations  to 
patients,  laboratories,  physicians,  distributors,  and  manufacturers  of 
laboratory  testing  systems,  we  wish  to  make  you  aware  of  our  concerns  and 
recommendations  before  the  proposed  regulations  reach  you  for  approval. 

We  believe  that  CLIA-88  provides  sufficient  flexibility  for  the 
development  of  balanced,  reasonable  regulations.    To  achieve  that  goal, 
we  would  like  to  meet  with  you  as  soon  as  possible  to  provide  our 
assistance  as  you  formulate  direction  for  your  agency. 

CLIA-88  expands  federal  regulatory  oversight  from  approximately  12,000 
traditional  sites  (hospital  and  interstate  labs)  to  all  physician  office 
laboratories  and  other  testing  facilities.    Estimates  range  as  high  as 
300,000  sites  to  be  affected  by  these  regulations.    This  expansion  of 
regulatory  oversight  will  put  an  enormous  burden  on  the  Department  and 
challenge  the  ability  of  the  agency  to  fairly  and  effectively  regulate 
this  many  laboratories.    Implementation  of  the  law  will  also  place  a 
substantial  burden  on  the  medical  profession  and  laboratory  community. 
All  parties  -  regulators,  regulated  and  the  patients  we  serve  -  share  a 
common  interest  in  implementing  the  law  in  the  most  cost-effective  and 
practical  fashion. 

The  NPRM  working  draft  is  totally  unresponsive  to  CLIA-88  goals  and  would 
lead  to  results  diametrically  opposite  from  those  intended  by  Congress. 
Indeed,  the  draft  NPRM   would  create  an  oversight  system  that  would 
require  by  far  the  largest  share  of  resources  to  be  directed  to 
identifying  and  regulating  the  simplest  diagnostic  testing.  If 
implemented  as  written,  the  regulation  would  render  physicians  incapable 
of  providing  access  to  the  clinical  benefits  of  timely,  convenient 
testing  for  patients  in  their  offices. 
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The  draft  regulation  would  place  most  physicians  and  other  laboratories 
performing  the  simplest  office-based  testing,  such  as  routine  clinical 
chemistry,  in  the  same  category  as  the  largest  hospital  and  interstate 
labs  offering  the  most  complex  testing.    For  example,  the  solo 
practitioner  doing  the  occasional  finger-stick  hemoglobin  would  be  faced 
with  the  same  requirements  for  CLIA  compliance  as  the  laboratories  at  the 
Johns  Hopkins  Medical  Center:  the  same  standards  for  quality  assurance, 
quality  control,  proficiency  testing,  inspection,  patient  test 
management,  and  personnel . 

In  order  to  avoid  this  kind  of  result,  we  offer  as  guidance  a  set  of 
principles  that  form  the  basis  for  accreditation  of  physicians  office 
laboratories  conducted  by  the  Commission  on  Office  Laboratory  Assessment 
(COLA).*    COLA  is  a  voluntary  education  and  accreditation  program  that 
reflects  the  efforts  of  specialists  in  laboratory  medicine  and  primary 
care  physicians  to  assure  that  office-based  testing  produces  high  quality 
results.    In  particular,  the  COLA  program  provides  a  valuable  model  for 
addressing  the  types  of  testing  commonly  performed  in  physicians' 
offices.    We  look  forward  to  discussing  the  relevance  of  the  COLA  program 
to  your  regulatory  activities. 

We  believe  that  the  fees  which  would  be  necessary  to  maintain  regulatory 
oversight  based  on  the  kind  of  framework  that  a  COLA  model  would  entail 
would  be  far  more  reasonable  than  the  biennial  fees  beginning  at  two 
thousand  dollars  ($2000)  per  site  which  are  reportedly  under 
consideration  by  the  agency. 

Furthermore,  a  workable  approach  to  regulation  of  labs  such  as  physician 
office  labs,  given  the  great  variety  of  technologies  commonly  found  in 
these  settings,  must  take  into  account  the  technology  actually  employed 
rather  than  the  substance  being  measured. 

We  urge  you  to  refrain  from  publishing  any  NPRM  until  all  essential 
elements  for  implementing  CLIA-88  are  described  in  the  proposal.  For 
example,  the  draft  NPRM  fails  to  address  key  issues  such  as  the  criteria 
for  private  sector  (deemed  status)  accrediting  bodies  and  requirements 
for  those  organizations  that  wish  to  be  recognized  as  acceptable 
proficiency  testing  programs.    The  quality  of  public  comment  should  be 
much  better  if  commenters  understand  how  the  entire  regulatory  system 
will  work  rather  than  comment  on  individual,  disjunctive  portions  of  the 
regulations. 


♦COLA  is  sponsored  by  the  American  Academy  of  Family  Physicians,  the 
American  Society  of  Internal  Medicine,  the  College  of  American 
Pathologists,  and  the  American  Medical  Association. 
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Finally,  we  believe  that  this  regulatory  program  clearly  constitutes  a 
major  rule  under  Executive  Order  12291 — given  that  estimates  of 
inspection  fees  alone  now  run  to  almost  $200  million — warranting  careful 
analysis  of  the  costs  and  benefits  of  every  aspect  of  the  proposed 
implementing  regulations. 

Please  understand  we  are  not  challenging  the  requirements  of  CLIA-88,  nor 
do  we  seek  an  inappropriate  delay  in  publication  of  the  regulations. 
Many  of  us  worked  very  hard  assisting  Congress  in  drafting  CLIA-88  to 
ensure  that  quality  control  provisions  for  physician  office  laboratories 
were  enacted.    We  would  like  to  work  with  you  to  see  the  law  implemented 
in  a  responsible  fashion  which  achieves  the  intent  of  Congress  in  a 
practical  and  effective  way. 

Sincerely, 

AMERICAN  ACADEMY  OF  DERMATOLOGY 

AMERICAN  ACADEMY  OF  FACIAL  PLASTIC 
AND  RECONSTRUCT I VE  SURGERY 

AMERICAN  ACADEMY  OF  FAMILY  PHYSICIANS 

AMERICAN  ACADEMY  OF  0FTHALM0L0GY 

AMERICAN  ACADEMY  OF  PHYSICAL  MEDICINE 

AMERICAN  ASSOCIATION  OF  CLINICAL  UROLOGISTS,  INC. 

AMERICAN  COLLEGE  OF  PHYSICIANS 

AMERICAN  COLLEGE  OF  RHEUMATOLOGY 

AMERICAN  MEDICAL  ASSOCIATION 

AMERICAN  SOCIETY  FOR  DERMATO LOGIC  SURGERY 

AMERICAN  SOCIETY  FOR  GASTROINTESTINAL  ENDOSCOPY 

AMERICAN  SOCIETY  OF  CLINICAL  ONCOLOGY 

AMERICAN  SOCIETY  OF  HEMATOLOGY 

AMERICAN  SOCIETY  OF  INTERNAL  MEDICINE 

AMERICAN  UROLOGICAL  ASSOCIATION,  INC. 

HEALTH  INDUSTRY  DISTRIBUTORS  ASSOCIATION 

HEALTH  INDUSTRY  MANUFACTURERS  ASSOCIATION 

JOINT  COUNCIL  ON  ALLERGY  AND  IMMUNNOLOGY 

RENAL  PHYSICIANS  ASSOCIATION 
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A  /  S  /  G  /  E  the  AMERICAN  SOCIETY  for  GASTROINTESTINAL  ENDOSCOPY 

THIRTEEN  ELM  STREET,  MANCHESTER,  MASSACHUSETTS  01944,  508-526-8330,  FAX  508-526-4018 


ASGE  GOVERNING  BOARD  April    12,  1990 

1989-1990  v  ' 


MICHAEL  V.  SIVAK,  JR.,  M.D. 
Cleveland  Clinic 
9500  Euclid  Avenue 
Cleveland,  Ohio  44195 
216/444-6528 
President-Elect 

JAMES  L.  BORLAND,  JR.,  M.D. 
1610  Barrs  Street 
Jacksonville,  Florida  32204 
904/388-9361 
Secretary 

JOHN  H.  BOND,  JR.,  M.D. 
V.A.  Medical  Center 
One  Veterans  Drive 
Minneapolis,  Minnesota  55417 
612/725-2000,  Ext.  4100 
Treasurer 

DAVID  E.  FLEISCHER,  M.D. 
Georgetown  University  Hospital 
3800  Reservoir  Road,  N.W. 
Washington,  D.C.  20007 
202/687-8741 
Councillors 

BARBARA  B.  FRANK,  M.D. 
Haverford,  Pennsylvania 
WALTER  J.  HOGAN,  M.D. 
Milwaukee,  Wisconsin 
GLEN  A.  LEHMAN,  M.D. 
Indianapolis,  Indiana 
J.  LOREN  PITCHER,  M.D. 
Albuquerque,  New  Mexico 
JEFFREY  L.  PONSKY,  M.D. 
Cleveland,  Ohio 
JEFFREY  B.  RASKIN,  M.D. 
Miami,  Florida 
Gastrointestinal  Endoscopy 
CHARLES  J.  LIGHTDALE,  M.D. 
Memorial  Sloan-Kettering 

Cancer  Center 
1275  York  Avenue 
New  York,  New  York  10021 
212/639-5006 

Council  of  Regional  Endoscopic 

Societies  (CP.ES) 

WILLIAM  H.  MAHOOD,  M.D. 

1245  Highland  Avenue,  #101 

Abington,  Pennsylvania  19001 

215/887-9690 

Executive  Director 

WILLIAM  T.  MALONEY 

Thirteen  Elm  Street 

Manchester,  Massachusetts  01944 

508/526-8330 


The  Honorable  Fortney  Stark 
Chairman,  Subcommittee  on  Health 
Committee  on  Ways  and  Means 
1114  Longworth  House  Office  Building 
House  of  Representatives 
Washington,  D.C.  20515 

Dear  Chairman  Stark: 

The  American  Society  for  Gastrointestinal  Endoscopy 
(ASGE)  would  like  to  take  this  opportunity  to 
comment  on  the  Medicare  recommendations  contained  in 
the  President's  Fiscal  Year  1991  proposed  budget. 
We  request  that  this  letter  be  made  part  of  the 
official  record  of  the  hearings  on  this  subject. 

In  recent  years,  the  focus  of  health  policy  has 
often  been  simply  reducing  expenditures  under  the 
Medicare  program.  More  often  than  not,  these 
actions  have  been  taken  for  short  term  budget 
purposes  only,  with  little  thought  about  long  term 
health  policy  and  the  availability  of  quality 
medical  services  to  the  program" s  beneficiaries.  We 
share  with  Congress  a  concern  over  unwarranted 
growth  in  services  under  the  program;  however,  all 
too  often  the  decision  about  volume  is  based  on 
inadequate  information.  The  assumption  seems  to  be 
that  a  high  number  is  always  wrong  and  a  low  number 
is  always  preferable.  Physicians  know  that 
frequently  a  low  utilization  of  services  indicates 
that  inadequate  medical  care  is  being  provided  a 
community  or  population.  A  high  or  increasing 
volume  of  services  does  not  necessarily  mean  that 
over-utilization  is  occurring. 

Gastrointestinal  endoscopy  is  a  set  of  services  and 
technologies  that  has  experienced  dramatic  growth  in 
recent  years  and  has  become  the  subject  of  some 
concern  to  Members  of  Congress  for  this  reason. 
ASGE  is  aggressively  pursuing  the  refinement  of 
existing  medical  care  guidelines  for 
gastrointestinal  endoscopy  and  will  be  working  on 
the  development  of  new  ones  as  the  technology 
evolves  in  order  to  assure  that  the  services  being 
provided  to  patients,  and  paid  for  by 
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the  government,  are  necessary,  appropriate,  and  of  the  highest 
possible  caliber.  In  addition  to  ASGE's  own  efforts,  we  anticipate 
working  closely  with  the  Agency  for  Health  Care  Research  and  Policy 
in  the  development  of  medical  care  guidelines .  ASGE  believes  that 
the  development  of  such  parameters  of  care  and  guidelines  to  assist 
the  physician,  the  patient,  and  the  payor  will  in  the  long  run  be 
the  most  effective  way  to  deal  with  inappropriate  medical 
expenditures . 

ASGE  is  concerned,  however,  that  the  pressures  of  deficit 
reduction  will  continue  to  force  cost  cutting  measures  that  are 
unrelated  to  the  health  care  needs  of  the  elderly  patients  served 
by  Medicare.  The  President's  budget  proposes  over  $5  billion  in 
Medicare  Part  A  and  Part  B  cuts .  ASGE  has  reviewed  these  and  is 
concerned  that  Medicare  is  being  asked  to  bear  too  heavy  a  deficit 
reduction  burden. 

ASGE  is  particularly  concerned  that  the  Administration  is 
again  proposing  reductions  for  certain  procedures  considered  to  be 
overvalued.  Congress  in  1989  added  GI  endoscopy  to  this  list 
despite  the  fact  that  Dr.  Hsiao  and  his  research  team  at  Harvard 
have  not  completed  their  review  of  gastroenterology.  ASGE  believes 
that  no  further  cuts  should  be  made  until  Dr.  Hsiao  completes  his 
work  and  it  can  be  analyzed  to  determine  what  the  appropriate  level 
of  payment  should  be.  We  urge  Congress  not  to  take  action  on 
Medicare  payments  for  these  procedures  until  all  the  analysis  has 
been  completed. 

ASGE  recognizes  the  need  to  reduce  Federal  spending  and  fully 
understands  the  fact  that  the  Medicare  program  must  be  a  part  of 
that.  While  we  believe  the  President's  proposals  are  too  severe 
for  further  consideration  by  Congress,  savings  can  be  achieved  if 
Congress  chooses  to  simply  freeze  payments  to  physicians.  Such  a 
freeze,  the  use  of  the  sequester,  can  achieve  substantial  program 
savings  without  major  disruption  to  physicians  and  their  elderly 
patients.  We  encourage  Congress  to  take  this  approach  rather  than 
the  ones  recommended  by  the  Administration. 

ASGE  is  looking  forward  to  working  with  Congress,  the  Health 
Care  Financing  Administration,  and  the  Physician  Payment  Review 
Commission  on  the  implementation  of  the  new  Medicare  fee  schedule, 
particularly  as  it  affects  gastrointestinal  services.  However,  we 
are  concerned  by  recent  developments  among  Medicare  Part  B  carriers 
to  change  substantially  the  rules  of  payment  for  GI  endoscopy, 
treating  it  as  a  surgical  service  to  be  paid  on  a  global  fee  basis 
and  disallowing  other  charges  associated  with  the  provision  of  that 
care.  These  actions  are  very  disruptive  and  will  substantially 
complicate  the  implementation  of  the  new  fee  schedule  for 
gastroenterology.  ASGE  members  are  not  only  facing  reductions  in 
payments  for  these  procedures  because  of  deficit  reduction  laws, 
they  are  now  faced  with  even  heavier  penalties  because  of  arbitrary 
action  by  the  Part  B  carriers.  We  have  offered  to  meet  with  the 
Health  Care  Financing  Administration  in  order  to  achieve  a  national 
and  equitable  policy;  however,  until  that  can  be  worked  out  our 
members  are  suffering  unfair  treatment  at  the  hands  of  the  Medicare 
program  as  it  is  being  interpreted  by  the  local  carriers.  We  are 
very  hopeful  that  we  will  be  able  to  reach  a  satisfactory 
resolution  with  HCFA;  however,  we  want  to  alert  Congress  to  this 
problem . 

On  behalf  of  ASGE  I  appreciate  the  opportunity  to  submit  these 
comments . 


Sincerely, 


Donald  O'Kieffe,  M.D. 
Chairman,  Committee  on 
Government  Relations 
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April  12,  1990 


The  Honorable  Fortney  Stark 
Chairman,  Subcommittee  on  Health 
Committee  on  Ways  and  Means 
1114  Longworth  House  Office  Building 
House  of  Representatives 
Washington,  D.C.  20515 

Dear  Chairman  Stark: 

The  American  Society  of  Hematology  (ASH)  is  pleased 
to  offer  the  following  comments  on  the  President's 
fiscal  year  1991  budget  proposals  affecting  the 
Medicare  program.  We  request  that  this  letter  be  made 
part  of  the  official  record  of  the  March  29,  1990, 
hearings  on  Medicare  before  your  subcommittee. 

In  the  Omnibus  Budget  Reconciliation  Act  of  1989, 
Congress  adopted  major  changes  to  the  way  Medicare  pays 
for  physician  services .  In  addition  to  creating  a  new 
Medicare  fee  schedule,  designed  to  redistribute 
physician  payments  from  procedures  to  evaluation  and 
management  services  and  from  higher  pay  areas  to  lower 
pay  areas,  Congress  also  put  in  place  Medicare  Volume 
Performance  Standards  (MVPS)  with  the  intent  of 
reducing  overall  Part  B  growth.  Implementation  of 
these  provisions  is  underway  and  the  Health  Care 
Financing  Administration  (HCFA)  is  committing  a 
substantial  portion  of  its  time,  energy  and  resources 
to  meeting  the  deadlines  established  by  Congress. 

ASH  is  currently  working  with  the  team  of  William 
Hsiao,  Ph.D.,  at  Harvard  University,  on  a  review  and 
analysis  of  the  physician  resources  required  in 
hematology  services  and  procedures .  Although  many 
issues  remain  unresolved,  we  are  confident  that  further 
work  with  Dr.  Hsiao,  the  Physician  Payment  Review 
Commission  (PPRC),  HCFA,  and  Congress  will  assure  that 
hematologists  are  reimbursed  at  appropriate  levels  and 
Medicare  beneficiaries  will  continue  to  have 
uninterrupted  access  to  hematologic  services. 
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We  believe  this  should  be  the  guiding  principle  for 
implementation  of  the  new  fee  schedule  and  the  MVPS.  That  is,  the 
implementing  and  regulating  agencies  must  assure  that  their 
decisions  do  not  limit  appropriate  access  to  health  care  services 
for  Medicare  beneficiaries.  If  the  decisions  of  the  government 
adversely  affect  the  beneficiaries,  then  it  is  incumbent  upon 
Congress  to  step  in  and  correct  the  situation. 

It  is  in  that  spirit  that  we  express  concern  over  the 
President's  budget  proposals  for  Medicare  for  fiscal  year  1991. 
As  has  been  the  case  so  often  in  the  past,  the  Medicare  program  is 
being  asked  to  bear  a  major  portion  of  the  spending  cuts  required 
for  deficit  reduction  purposes.  We  recognize  that  many  Members  of 
Congress  have  already  expressed  their  concern  over  these  proposed 
reductions  and  we  heartily  applaud  those  sentiments.  Medicare  has 
already  been  subject  to  substantial  reductions,  well  documented  by 
other  analysts,  and  it  stands  to  reason  that  those  reductions 
cannot  continue  unabated  without  affecting  beneficiaries'  access 
to  medical  services.  Therefore,  we  urge  rejection  of  the 
President's  Medicare  budget  proposals. 

ASH  members  are  very  involved  with  the  evaluation  and 
management  of  disease  and  appreciate  the  recognition  in  the 
President's  budget  that  reimbursement  for  these  services  should  be 
increased.  Nonetheless,  the  other  cuts  affecting  both  Part  A  and 
Part  B  of  the  program  are  so  severe  that  our  pleasure  over  this  is 
greatly  reduced  by  our  concern  over  the  magnitude  and  impact  of 
these  reductions.  We  realize  that  Congress  will  need  to  make 
deficit  reduction  decisions  in  Medicare  and  we  ask  only  that  those 
reductions  be  as  small  as  possible.  Cuts  of  the  magnitude  proposed 
by  the  President  should  not  be  accepted. 

We  are  concerned  that  these  proposals  in  the  President's 
budget  and  the  OBRA  1989  fee  schedule  ignore  important  realities 
of  medical  practice  and  will  adversely  affect  hematology.  We  do 
not  ask  that  you  re-examine  the  new  Medicare  fee  schedule  right 
now,  but  we  do  believe  that  our  concerns  are  shared  by  others  and 
we  would  like  to  work  on  these  problems  with  Congress  prior  to  full 
implementation  of  the  fee  schedule. 

We  are  particularly  concerned  that  there  is  no  differential 
in  payment  for  bona  fide  services  of  a  specialist.  A  patient 
seeing  a  specialist,  such  as  a  hematologist ,  seeks  that  physician 
out  primarily  because  they  want  that  extra  measure  of  service  that 
specialization  can  bring  to  a  medical  problem.  To  equate  that 
extra  level  of  specialized  service  with  something  less  diminishes 
the  physician's  expertise  and  discourages  the  provision  of  complex 
services.  The  hematologist  is  often  called  upon  to  deal  with 
extremely  difficult  cases,  both  in  terms  of  diagnosis  and 
treatment,  and  we  are  concerned  that  the  extra  measures  of  skill, 
time  and  effort  will  not  be  appropriately  recognized  under  the  new 
fee  schedule. 

One  important  factor  affecting  Federal  medical  care  costs  is 
the  degree  of  uncertainty  that  exists  in  the  provision  of  much 
medical  care,  including  hematology.  We  applaud  Congress'  interest 
in  the  development  of  guidelines  for  care  well  as  research  into  the 
effectiveness  of  medical  services.  We  believe  that  through  the 
kind  of  research  promoted  by  the  Congressionally  mandated  Agency 
for  Health  Care  Research  and  Policy,  physicians  will  be  able  to 
reduce  the  degree  of  uncertainty,  thereby  reducing  the  level  of 
inappropriate  medical  services .  ASH  supports  the  work  of  the 
Agency  and  encourages  Congress  to  continue  to  support  their  work 
and  the  close  involvement  and  participation  of  national  medical 
specialty  societies,  such  as  ASH. 
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The  American  Society  of  Hematology  also  would  like  to  comment 
on  HCFA's  implementation  of  the  Clinical  Laboratory  Improvement 
Amendments  of  1988.  This  new  regulatory  scheme,  which  would  affect 
almost  every  physician,  is  a  major  undertaking  that  has  profound 
implications  for  all  patients,  not  just  Medicare.  We  are  deeply 
concerned  that  the  regulations  now  under  consideration  are  so 
stringent  that  easy  access  to  laboratory  services  will  become  a 
thing  of  the  past.  That  would  be  a  major  disservice  to  all 
patients,  particularly  the  elderly,  for  whom  an  extra  trip  to  a 
laboratory  for  testing  can  be  a  major  inconvenience.  We  urge  the 
Congress  to  monitor  closely  this  situation  to  assure  that  this  new 
regulatory  scheme  is  not  so  burdensome  that  it  forces  physicians 
to  eliminate  safe,  convenient  laboratory  services  in  their  offices. 

The  American  Society  of  Hematology  supports  the  efforts  of 
Congress  to  try  to  address  the  inequities  in  the  current  physician 
payment  system  as  well  as  deal  with  problems  of  Federal  budget 
deficit.  We  urge  that  Medicare  not  be  the  disproportionate  source 
of  budget  savings  as  has  been  the  case  in  the  past.  Likewise,  we 
encourage  Congress  to  oversee  carefully  the  implementation  of  the 
new  Medicare  fee  schedule.  Unfortunately,  the  kinds  of  proposals 
contained  in  the  President's  FY  1991  budget  can  only  make 
successful  implementation  more  problematic.  It  would  be  indeed  a 
shame  if  the  new  fee  schedule  were  undermined  by  poorly  designed 
deficit  reduction  measures . 

The     American     Society     of     Hematology     appreciates  the 
opportunity  to  submit  this  testimony  for  the  record  and  urges 
careful  consideration  of  its  recommendations . 


Sincerely, 


Louis  M.  Aledort,  M.D. 
Chairman 

Committee  on  Practice 
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STATEMENT  OF  THE 


AMERICAN  SOCIETY  OF  INTERNAL  MEDICINE 


On  behalf  of  internists  nationwide  who  treat  Medicare  patients,  the  American  Society  of 
Internal  Medicine  is  pleased  to  share  its  recommendations  on  the  proposed  FY  1991 
budget  for  Medicare. 

ASIM  strongly  believes  that  Congress  should  reject  the  administration's  proposal  to  slash 
Medicare  spending  by  $5.2  billion.  According  to  the  General  Accounting  Office, 
Medicare  has  been  cut  by  approximately  $36  billion  over  fiscal  years  1981-1987. 
Common  sense  tells  us  that  no  program  can  continue  to  absorb  annual  cuts  of  billion  and 
billions  of  dollars,  on  top  of  those  already  mandated  by  Congress,  without  adversely 
affecting  the  services  provided  under  that  program. 

For  years,  ASIM  and  other  physician  organizations  have  cautioned  Congress  and  the 
administration  that  continued  cuts  in  Medicare  had  the  potential  of  harming  quality  and 
availability  of  care.  Perhaps  because  physicians  and  hospitals  absorbed  those  reductions 
without  compromising  care  to  patients,  those  warnings  have  largely  gone  unheeded. 

But  there  is  now  growing  evidence  that  the  cumulative  impact  of  the  cuts  in  Medicare  is 
beginning  to  erode  quality  and  availability.  Several  recent  studies  have  shown  that 
physician  dissatisfaction  with  the  Medicare  program  is  at  an  historical  high.  That 
dissatisfaction,  particularly  for  office-based,  primary  care  physicians,  is  based  on  two 
trends:  declining  reimbursement  for  undervalued  evaluation  and  management  services, 
and  the  increasing  administrative  burdens—or  the  hassle  factor— associated  with  the 
Medicare  program.  According  to  the  authors  of  one  recent  survey  of  internists,  an 
increasing  number  of  physicians  established  in  practice  are  considering,  or  have  taken, 
early  retirement.  Many  are  advising  younger  physicians  not  to  enter  primary  care 
specialties.  The  authors  note  that  the  word  is  beginning  to  get  out  to  younger  physicians: 
fewer  and  fewer  are  going  into  general  internal  medicine.  Such  surveys  are  supported  by 
objective  data,  which  demonstrates  that  internal  medicine  residency  programs  have 
exhibited  a  marked  decline  in  applicants  in  recent  years. 

ASIM  is  also  hearing  from  a  growing  number  of  physicians  who  are  reluctantly  taking 
steps  to  limit  their  interaction  with  the  Medicare  program.  In  the  past  several  days,  two 
physicians  called  to  find  out  how  they  can  completely  remove  their  practices  from  any 
obligation  to  provide  care  to  patients  that  receive  benefits  under  Medicare.  Although 
perhaps  an  extreme  reaction,  these  calls  illustrate  the  intensity  of  frustration  felt  by 
some  physicians.  Many  other  internists  report  that  it  has  become  a  common  practice  for 
they  and  their  colleagues  to  instruct  their  office  staffs  not  to  accept  any  new  Medicare 
patients.  Several  ASIM  members  in  their  prime  practice  years  have  recently  chosen  to 
leave  patient  care  for  administrative,  salaried  positions,  largely  in  response  to  their 
frustrations  with  Medicare  and  other  third  party  payors. 

Fortunately,  most  Medicare  patients  are  still  able  to  get  good,  comprehensive  medical 
care  from  their  own  personal  physicians.  But  one  can  readily  foresee  that  in  the  next 
five  to  ten  years,  Medicare  beneficiaries  may  find  it  exceedingly  difficult  to  find  a 
primary  care  physician,  as  more  and  more  established  physicians  choose  early  retirement, 
fewer  and  fewer  physicians  enter  primary  care  specialties,  and  increasing  numbers  of 
physicians  tailor  their  practices  to  non-Medicare  patients.  The  current  isolated  instances 
of  inadequate  access  to  primary  care  services,  such  as  is  the  case  in  many  rural  and  inner 
city  communities,  may  soon  become  the  norm.  By  the  time  that  declining  numbers  of 
primary  care  physicians  reaches  crisis  proportions,  it  will  take  many  years— perhaps 
decades— to  reverse  the  trend. 

ASIM  believes  that  the  medical  profession  has  a  responsibility  to  do  everything  it  can  to 
encourage  physicians  to  continue  to  provide  high  quality,  affordable  care  for  Medicare 
patients,  despite  external  pressures  to  do  otherwise.  We  believe  that  it  would  be  a 
tragedy  for  the  medical  profession,  and  for  the  public,  for  physicians  to  conclude  that 
they  have  no  choice  but  to  turn  away  from  treating  Medicare  beneficiaries. 

But  Congress  has  a  responsibility  as  well  to  resist  further  spending  cuts  and  restrictions 
on  the  ability  of  physicians  to  provide  the  best  possible  care  to  their  patients.    It  is  not 
reasonable  to  expect  physicians  to  go  along  with  budget-driven  rules  and  payment 
policies  that  require  them  to  provide  care  that  is  less  than  adequate.  Physicians  want  to 
take  care  of  all  of  their  patients,  in  the  most  able  and  compassionate  manner  possible. 
But  if  physicians  conclude  that  further  budget  cuts  are  causing  Medicare  to  demand  more 
and  more  paperwork  as  a  prerequisite  to  getting  appropriate  services  reimbursed,  to 
arbitrarily  deny  more  and  more  medically  appropriate  services,  and  to  financially  punish 
them  for  providing  the  level  of  care  that  their  patients  need  and  expect,  then  they  may 
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well  conclude  that  they  can  no  longer  in  conscience  go  along  with  such  restrictions. 
Rather  than  being  accomplices  to  budget-driven  policies  that  they  find  to  be  wrong, 
primary  care  physicians  may  instead  conclude  that  going  into  another  specialty,  career, 
or  type  of  practice  is  the  least  objectionable  course  of  action. 

Consequently,  the  decisions  that  Congress  makes  during  the  next  few  years  are 
extraordinarily  important,  particularly  given  enactment  last  year  of  the  Medicare 
physician  payment  reform  legislation.  Primary  care  physicians  are  counting  on  the  new 
RBRVS  fee  schedule  to  begin  to  correct  some  of  the  inequities  that  are  fueling 
dissatisfaction  with  the  program.  If  the  Congress  agrees  now  to  budget  cuts  that  will 
undermine  the  goals  of  the  fee  schedule,  physician  disillusionment  with  Medicare  will 
only  intensify  and  accelerate  the  trend  toward  reduced  access  to  services.  Whatever 
remaining  trust  there  now  is  between  physicians  and  Congress  would  be  broken,  perhaps 
irreparably.   If  Congress  instead  acts  to  preserve  physician  payment  reform,  to  maintain 
an  adequate  level  of  sustained  funding,  and  to  reduce  the  administrative  hassles  of 
Medicare,  then  physicians  are  likely  to  experience  a  renewed  and  lasting  commitment  to 
Medicare. 

In  that  context,  ASIM  offers  the  following  specific  comments  on  the  administration's 
proposed  Medicare  budget  and  other  related  issues. 

Reductions  in  Payments  for  Overvalued  Procedures  and  Localities 

The  administration  is  proposing  to  reduce  payments  for  certain  procedures  found  to  be 
overvalued  under  the  RBRVS  fee  schedule,  to  lower  payments  for  services  in  localities 
found  to  be  overvalued  relative  to  the  national  average  (after  practice  costs  are  taken 
into  account),  and  to  provide  for  a  full  Medicare  economic  index  update  for  primary  care 
services  only.  The  proposed  budget  presents  these  proposals  as  being  consistent  with 
long-term  reform,  arguing  that  "prior  to  implementation  of  the  new  Medicare  payment 
system,  we  are  proposing  additional  actions  aimed  at  improving  equity  in  payment  levels 
for  both  physician  and  non-physician  services." 

Unfortunately,  however,  the  budget  borrows  the  language  of  reform  while  working  to 
undermine  it.  While  ASIM  agrees  that  at  least  a  full  MEI  increase  for  primary  care  is 
needed  to  prevent  further  erosion  in  the  value  of  those  already  undervalued  services,  the 
overall  emphasis  of  the  administration's  budget  is  to  cut  payments  for  physician  services, 
not  to  produce  equity.  If  the  administration  truly  was  interested  in  equity,  it  would  have 
proposed  far  greater  increases  in  payments  for  primary  care  services  along  with  the 
proposed  cuts.  Instead,  it  applies  the  RBRVS  methodology  only  to  justify  reductions  in 
payments  for  overvalued  services,  not  to  improve  payments  for  undervalued  ones. 

Moreover,  since  1991  is  the  base  year  for  determining  a  budget  neutral  conversion  factor 
for  the  new  fee  schedule,  the  proposed  cuts  would  require  the  conversion  factor  to  be  set 
at  a  proportionately  lower  level  in  order  to  maintain  budget  neutrality.  This  could 
preclude  significant  improvement  in  Medicare  payments  for  undervalued  services.  In 
other  words,  budget  cuts  this  year— even  if  directed  primarily  at  services  that  are 
overvalued  compared  to  the  RBRVS— will  translate  directly  in  1992  into  smaller  gains  in 
reimbursement  for  undervalued  services  and  localities  under  the  new  RBRVS  fee 
schedule. 

The  Physician  Payment  Review  Commission  agrees.  In  testimony  before  the  Senate 
Finance  Committee,  PPRC  Chairman  Phil  Lee,  MD  stated  that  "legislating  sharp 
reductions  in  payment  rates  to  take  effect  while  we  are  in  the  process  of  implementing  a 
major  reform  of  physician  payment  could  make  the  achievement  of  the  objectives  of 
reform  more  difficult.  Increasing  the  speed  and  magnitude  of  reductions  in  fees  for 
services  slated  to  be  paid  less  under  the  Medicare  fee  schedule  would  exacerbate  the 
disruption  to  physicians  and  the  risk  of  limitations  on  access  for  beneficiaries.  Moreover, 
substantial  reductions  in  the  Medicare  Part  B  budget  would  limit  the  funds  available  for 
the  crucial  payment  increases  for  evaluation  and  management  services  and  for  care 
delivered  in  rural  areas."  The  Congressional  Budget  Office  similarly  concludes  that 
further  cuts  in  overpriced  procedures  "would  lower  the  base  for  setting  new  rates  [under 
the  RBRVS  fee  schedule]  for  all  physicians." 

ASIM  urges  Congress  not  to  be  taken  in  by  the  administration's  reform  rhetoric.  We  urge 
the  committee  to  give  at  least  a  full  Medicare  index  to  primary  care  services,  and  to 
reject  deep  cuts  in  the  Part  B  budget  (even  if  ostensibly  directed  at  overvalued 
procedures  and  localities)  that  would  reduce  or  eliminate  future  increases  in  payments 
for  undervalued  services  under  the  RBRVS  fee  schedule. 
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Payments  to  New  Physicians 

In  addition  to  ASIM's  strong  opposition  to  the  overall  magnitude  of  Part  B  cuts  proposed 
by  the  President,  we  are  particularly  concerned  about  the  proposal  to  permanently 
extend  limits  on  reimbursement  to  new  physicians.  In  the  past,  limiting  payments  to  new 
physicians  to  a  percentage  of  prevailing  charges  was  rationalized  on  the  basis  that  they 
lacked  their  own  customary  charge  profile,  and  that  was  unfair  to  established  physicians 
to  set  the  charges  of  new  physicians  at  a  level  that  was  higher  than  many  of  their 
colleagues  already  in  practice.  Once  the  RBRVS  fee  schedule  is  implemented,  however, 
there  is  no  need  to  develop  a  methodology  for  establishing  customary  charges  for  new 
physicians.  Fairness  and  administrative  simplicity  would  argue  for  new  physicians  to 
receive  the  same  level  of  reimbursement  as  any  other  physician  for  a  service  involving 
the  same  resource  costs.  We  urge  the  committee  to  reject  this  proposal. 

Clinical  Laboratory  Services 

Under  the  administration's  proposed  budget,  clinical  laboratory  services  would  be  subject 
to  major  reductions  in  reimbursement.  Non-profile  tests  would  be  limited  to  90  percent 
of  the  median  fee  schedule  amounts;  profile  and  standardized  test  packages  would  be 
limited  to  80  percent  of  the  median.  Fee  updates  would  be  permitted  only  for  those  tests 
that  are  below  the  new  limits. 

Clinical  laboratory  services  have  been  subjected  to  major  reductions  in  reimbursement 
for  the  past  several  years.  ASIM  is  concerned  that  further  cuts  of  the  magnitude 
proposed  by  the  administration  may  make  it  impossible  for  physicians  to  continue  to 
provide  testing  in  their  offices,  particularly  given  the  increased  costs  that  will  be 
incurred  by  physician  office  labs  in  meeting  the  new  quality  requirements  mandated  by 
the  Clinical  Laboratory  Improvement  Act  of  1988  (CLIA  '88).  Under  proposed  regulations 
expected  to  be  published  this  month  by  HHS,  physician  office  laboratories  are  likely  to 
subjected  to  expensive  regulatory  requirements  under  CLIA,  including  certification  and 
accreditation  fees,  personnel  requirements,  participation  in  proficiency  testing  programs, 
and  the  costs  of  complying  with  external  paperwork  demands  and  internal  quality 
assurance  guidelines. 

The  dual  impact  of  the  costs  of  complying  with  CLIA,  and  reduced  Medicare  payments, 
may  force  many  physicians  to  close  their  laboratories.  The  result  would  be  a  significant 
loss  of  access  and  greater  inconvenience  to  Medicare  beneficiaries.  ASIM  urges  the  Ways 
and  Means  committee  to  preserve  patient  access  to  in-office  testing,  by  rejecting  the 
administration's  proposal  to  require  draconian  cuts  in  payments  at  the  same  time  that 
physicians  are  likely  incur  significantly  higher  expenses  in  complying  with  CLIA's  new 
regulatory  requirements  for  physician  office  labs. 

Competitive  Bidding  for  Laboratory  Services 

The  administration  states  its  intent  to  give  serious  consideration  to  conducting 
competitive  bidding  demonstrations  for  laboratory  services  in  FY  1991. 

For  the  past  several  years,  Congress  has  appropriately  placed  a  moratorium  on 
competitive  bidding  for  laboratory  services,  due  to  concern  about  its  potential  impact  on 
quality  and  availability  of  testing.  Competitive  bidding  based  on  price  alone  could  result 
in  laboratories  that  offer  lower  quality  and  less  convenient  services  getting  the  bid  to 
provide  all  laboratory  services  to  beneficiaries.  It  is  inconsistent  for  HHS  on  one  hand  to 
be  pursuing  implementation  of  regulations  based  on  CLIA  to  enhance  quality,  while  at  the 
same  time  pursuing  a  competitive  bidding  policy  that  could  result  in  bargain  basement, 
poor  quality  testing.  Congress  should  reinstate  the  moratorium  on  competitive  bidding 
for  laboratory  services. 

Voluntary  Hospital  Participation 

ASIM  believes  that  the  administration's  proposal  for  voluntary  hospital  participation 
agreements— which  would  allow  a  hospital  to  sign  a  participating  physician  agreement 
binding  its  entire  medical  staff  to  accept  assignment  for  emergency  services,  radiology, 
anesthesia,  pathology,  and  consultation  services— more  accurately  could  be  labeled  the 
"Involuntary  Physician  Participation"  proposal.  A  physician  who,  as  a  matter  of 
principle,  declines  to  sign  a  participation  agreement  could  be  bound  to  accept  assignment 
in  the  hospital  for  these  services  if  a  majority  of  the  medical  staff  votes  to  be  a 
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participating  physician  medical  staff.  ASIM  strongly  believes  that  no  physician  should  be 
compelled  to  accept  Medicare  assignment.  The  Ways  and  Means  committee  has  wisely 
rejected  mandatory  assignment  on  several  occasions  in  recent  years.  It  should  once  again 
reject  this  back  door  way  to  compel  some  physicians  to  accept  assignment  against  their 
own  wishes. 

Provide  Prior  Authorization  Authority  to  Carriers 

Medicare  carriers  would  be  given  authority  to  conduct  prior  authorization  of  physician 
services  under  the  administration's  FY  1991  budget  proposal. 

Given  that  most  Medicare  carriers  are  not  applying  their  current  authority  for 
retrospective  utilization  review  in  an  appropriate  manner,  ASIM  believes  that  it  is  not 
wise  to  expand  the  scope  of  their  authority  to  prior  authorization  review  as  well. 
Physicians  increasingly  are  finding  that  carriers  are  denying  claims  for  arbitrary  reasons, 
applying  prepayment  screens  that  lack  medical  input  and  legitimacy,  and  demanding 
excessive  paperwork  and  documentation  in  order  for  claims  to  be  paid.  Poorly-trained 
review  staff  and  unwillingness  to  share  screens  and  payment  criteria  are  contributing  to 
the  problem.  As  noted  earlier,  the  hassles  of  dealing  with  Medicare  are  one  of  the 
primary  reasons  that  physicians  in  growing  numbers  are  opting  to  limit  the  number  of 
Medicare  patients  that  they  will  see,  retiring  early,  going  into  fields  other  than  primary 
care,  or  changing  careers.  Prior  authorization  would  lead  to  further  hassles— and  further 
physician  disillusionment  with  the  program. 

Moreover,  it  is  unlikely  that  most  carriers  are  equipped  to  handle  the  volume  of  requests 
for  authorization  that  would  be  demanded.  Delays  in  obtaining  needed  services  and  non- 
payment for  appropriate  services  would  be  the  likely  outcome  of  giving  carriers  the 
authority  to  conduct  pre-authorization  review. 

Until  carrier  medical  review  is  fundamentally  reformed  to  reduce  unnecessary  paperwork 
requirements,  to  allow  for  appropriate  disclosure  of  and  professional  input  into  medical 
criteria  and  screens,  and  to  reduce  improper  denials  of  services,  it  makes  no  sense  to 
expand  the  scope  of  such  review.  We  urge  the  committee  to  reject  this  proposal.  At  the 
very  least,  HCFA  should  be  required  to  divulge  the  services  that  would  be  subject  to 
prior  authorization  (and/or  the  process  for  selecting  such  services),  and  the  way  that 
criteria  for  authorization  would  be  developed  and  implemented,  before  any  consideration 
is  given  to  allowing  carriers  to  institute  prior  authorization. 

1991  Limits  on  Balance  Billing 

Although  not  a  budget-related  issue,  ASIM  urges  the  Ways  and  Means  Committee  to 
address  the  problems  created  by  the  1991  limits  on  balance  billing. 

The  requirement  that  1991  actual  charges  for  all  physician  services  be  limited  to  no  more 
than  125  percent  of  the  Medicare-approved  amount  will  result  in  a  significant  rollback  in 
charges— and  substantially  decreased  Medicare  revenues— for  many  of  the  evaluation  and 
management  services  and  underserved  localities  that  the  RBRVS  fee  schedule  is  intended 
to  benefit.  We  presume  that  since  this  is  contrary  to  Congress'  basic  intent  in  enacting 
the  new  law,  it  is  the  result  of  an  unintentional  drafting  error  that  could  be  corrected  by 
a  technical  amendment. 

The  problem  occurs  for  two  reasons:  (1)  because  Medicare  traditionally  has  paid  so  poorly 
for  evaluation  and  management  services,  particularly  in  rural  areas,  the  Medicare- 
approved  amount  represents  a  significantly  discounted  fee  compared  to  what  physicians 
typically  charge  for  those  services;  and  (2)  by  mandating  that  lower  limits  on  charges  go 
into  effect  a  full  year  prior  to  RBRVS  implementation,  OBRA  '89  forces  reductions  in 
charges  for  already  undervalued  services,  without  any  concomitant  increase  in  Medicare 
payments. 

In  many  primarily  rural  states  that  are  expected  to  benefit  from  the  RBRVS,  the  total 
Medicare  "charge  reduction"  (the  percentage  difference  between  the  actual  charge  and 
Medicare's  allowed  charge)  is  considerably  in  excess  of  the  1991  balance  billing  limit.  In 
Wyoming,  West  Virginia  and  Colorado,  Medicare  payments  are  30  percent  lower  than 
actual  charges;  in  Louisiana,  Arkansas,  Oklahoma,  Texas,  Mississippi,  Alabama,  North 
and  South  Carolina,  Vermont,  Iowa  and  Georgia,  Medicare  payments  are  discounted  by 
between  27  and  30  percent,  for  example  (source:  PPRC  1988  Report  to  Congress). 
Physicians  in  those  states  will  now  be  required  on  January  1,  1991,  to  reduce  their 
already  low  fees  to  comply  with  the  125  percent  limit  on  balance  billing— even  though 
most  of  these  primarily  rural  states  are  supposed  to  gain  under  the  RBRVS.  Similarly, 
primary  care  physicians  in  other  states  that  now  (understandably)  are  charging  more  that 
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125  percent  above  Medicare's  low  payments  for  cognitive  services  will  now  be  forced  to 
lower  their  fees. 

For  many  internists,  the  loss  of  revenue  in  1991  as  a  result  of  this  mandate  will  place 
them  in  an  economically  precarious  position.  Although  the  Physician  Payment  Review 
Commission  estimated  that  "only"  12  percent  of  practices  nationwide  would  experience 
rollbacks,  and  that  the  average  impact  would  be  less  than  5  percent  in  reduced  Medicare 
revenue,  ASIM  believes  that  this  estimate  may  understate  the  problem.  The  Society  is 
currently  collecting  specific  information  from  members  on  the  extent  of  the  problem, 
and  would  be  pleased  to  share  our  findings  with  the  Committee.  Initial  indications  are, 
however,  that  the  impact  is  far  greater  than  previously  believed.  For  those  experiencing 
reductions,  the  promise  of  improved  reimbursement  in  1992  will  do  nothing  to  help  them 
pay  the  bills  in  1991.  In  addition,  for  these  rural  physicians  who  already  are  having 
difficulties  in  recruiting  new  physicians  to  their  practices,  the  1991  rollback  will  leave 
them  with  no  glimmer  of  hope  for  at  least  another  few  years.  For  beneficiaries,  it  will 
be  confusing  for  physicians  to  lower  their  fees  in  1991,  only  to  raise  them  again  in  1992 
as  the  RBRVS  rates  (which  carry  with  them  increases  in  actual  charges)  begin  to  be 
phased  in. 

ASIM  urges  the  Committee  to  correct  this  confusing  and  contradictory  policy  .  One 
simple  solution  would  be  to  mandate  in  1991  that  all  MAACs  for  evaluation  management 
services  be  frozen,  instead  of  reduced  if  they  exceed  125  percent  of  the  prevailing 
charge.  Once  the  transition  to  the  RBRVS  rate  begins  in  1992,  the  limits  specified  in 
OBRA'  89  could  still  be  applied. 

Conclusion 

In  conclusion,  ASIM  strongly  urges  the  committee  to  preserve  the  intent  of  the  physician 
payment  reform  package  adopted  by  Congress  in  1989,  by  rejecting  proposed  cuts  in  the 
Part  B  budget  that  would  reduce  or  eliminate  future  gains  in  reimbursement  for 
undervalued  services.  The  Society  particularly  urges  rejection  of  the  proposals  to  lower 
payments  to  new  physicians,  to  provide  carriers  with  prior  authorization  authority,  to 
permit  competitive  bidding  for  laboratory  services,  and  to  slash  reimbursement  for 
laboratory  tests.  ASIM  also  strongly  urges  Congress  to  correct  any  rollbacks  in  fees  for 
undervalued  evaluation  and  management  services  that  will  result  from  the  1991  limits  on 
balance  billing  mandated  by  OBRA  '89. 

Finally,  ASIM  urges  the  committee  to  do  everything  it  can  to  maintain  adequate  funding 
for  Medicare  in  the  future,  and  to  reduce  the  hassle  factors  associated  with  program. 
Physician  disillusionment  with  Medicare  is  at  an  all-time  high.  Further  budget  cuts— 
particularly  if  they  betray  the  promises  of  improved  reimbursement  for  undervalued 
services  under  the  RBRVS  fee  schedule— coupled  with  ever-increasing  administrative 
hassles  will  accelerate  the  trend  toward  reduced  access  to  primary  care  services. 
Congress  should  act  now  to  avert  a  future  crisis  in  access  to  primary  care  services, 
rather  that  waiting  until  that  crisis  is  at  hand. 
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James  G.  Hoehn,  MD 
Chairman,  Health  Policy  Analysis  Subcommittee 
of  the  Socioeconomic  Committee 
American    Society    of    Plastic  and  Reconstructive  Surgeons,  Inc. 


The  American  Society  of  Plastic  and  Reconstructive  Surgeons  (ASPRS) 
appreciates  the  opportunity  to  present  comments  on  the  proposed 
fiscal  year  1991  Medicare  budget. 

ASPRS  shares  several  concerns  of  the  American  College  of  Surgeons 
(ACS)  and  the  American  Medical  Association  (AMA) .  Initially,  it  is 
our  opinion  that  additional  policy  changes,  such  as  the  proposed 
Medicare  Part  B  reductions,  should  not  occur  before  the 
implementation  of  the  recently-approved  Resource  Based  Relative 
Value  Scale  and  other  policy  decisions  relating  to  Medicare  payment 
reform.  It  is  ASPRS'  opinion  that  those  involved  in  the  decision- 
making process  must  consider  the  possible  long-term  effects  of 
meeting  short-term  budgetary  goals. 

In  addition,  ASPRS  shares  the  ACS'  concerns  regarding  the  following 
proposal s: 

o  An  MEI  update  should  be  established  for  all  physician  services-- 
not  only  those  provided  by  primary  care  physicians,  as  proposed. 

o  ASPRS  understands  that  many  changes  are  still  occuring  with 
finalizing  the  RBRVS.  Thus,  in  our  opinion,  it  will  be 
necessary  to  re-evaluate  those  procedures  which  have  been  labled 
as  "over-valued"  so  as  to  reflect  a  well -stabl i zed,  integrated 
system. 

o  We  believe  that  further  thought  needs  to  be  given  to  payment 
procedures  for  assistance-at-surgery.  In  certain  cases,  an 
assistant-at-surgery  decreases  the  amount  of  risk  to  the  patient 
and,  therefore,  preserves  the  patient's  access  to  quality  care. 
When  the  operating  surgeon  orders  the  services  of  an  assistant, 
we  believe  that  reasonable  compensation  should  be  provided  for 
the  assistant  who  is  a  physician. 

o  We  also  agree  with  the  ACS  in  that  across-the-board  fee 
reductions,  applicable  to  all  physician's  services,  would  be 
favorable  for  the  upcoming  period—prior  to  implementation  of 
the  new  payment  plan.  Once  again,  we  feel  strongly  that  the 
implementation  of  the  methodology  under  the  new  Medicare  payment 
reform  plan  should  not  be  underminded  by  proposing  various 
budgetary  cuts,  including  those  reductions  proposed  for  Medicare 
Part  B  services. 

ASPRS  appreciates  the  opportunity  to  express  its  views  regarding 
the  FY  1991  budget  issues  relating  to  physician  payments  under  Part 
B  of  the  Medicare  Program. 


31-908  0-90-5 
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Testimony  of  the  Association  of 
Freestanding  Radiation  Oncology  Centers 
Before  the  Subcommittee  on  Health, 
Committee  on  Ways  and  Means 
Concerning  Fiscal  Year  1991 
Budget  Issues  Relating  to 
Physician  Payment  Under  Part  B 
of  the  Medicare  Program 

April  12,  1990 


The  Association  of  Freestanding  Radiation  Oncology  Centers 
("AFROC")  is  pleased  to  present  this  testimony  before  the 
Health  Subcommittee  of  the  House  Ways  and  Means  Committee  in 
conjunction  with  its  hearings  on  Fiscal  Year  1991  budget  issues 
relating  to  physician  payment  under  Part  B  of  the  Medicare 
program. 

AFROC  represents  over  240  freestanding  radiation  oncology 
centers  which  are  owned  in  whole  or  in  substantial  part  by 
physicians.     AFROC  is  dedicated  to  the  conduct  of  safe  and 
cost-effective  radiation  oncology  services  in  freestanding 
settings.     Since  approximately  55  percent  of  the  patients 
served  by  freestanding  radiation  oncology  centers  are  Medicare 
beneficiaries,  the  Medicare  program  clearly  has  a  extremely 
significant  impact  on  the  financial  viability  of  freestanding 
radiation  oncology  centers  throughout  the  country. 

AFROC  estimates  that  there  are  over  300  freestanding 
radiation  oncology  centers  throughout  the  country.  These 
facilities  provide  high  quality  radiation  therapy  at  a  cost 
considerably  lower  than  hospital  outpatient  departments  and  in 
areas  where  radiation  therapy  otherwise  would  be  unavailable. 

Over  the  past  year,  freestanding  radiation  oncology 
centers  in  many  areas  of  the  country  have  experienced 
significant  changes  in  Medicare  reimbursement.     As  a  result  of 
the  implementation  of  the  radiology  fee  schedule  in  April  of 
1989,  many  centers  experienced  significant  reductions  in 
Medicare  reimbursement  -  in  some  cases,  in  the  range  of  20-30 
percent.     All  radiation  oncology  centers  have  undergone  a 
complete  modification  of  billing  procedures  as  a  result  of  the 
new  fee  schedule  and  are  adjusting  to  new  caps  on  actual 
billings.     On  April  1,   radiation  oncology  centers  became 
subject  to  an  additional  four  percent  across-the-board 
reduction  in  reimbursement. 

AFRCC  is  aware  that  Congress  is  currently  considering 
additional  reimbursement  reductions  for  all  radiology  services, 
including  reductions  in  reimbursement  for  radiation  oncology 
services,   and  AFROC  firmly  opposes  any  such  reductions.  In 
light  of  the  extraordinary  technical  costs  involved  in  the 
provision  of  radiation  oncology  services  on  a  freestanding 
basis,  and  in  light  of  the  fact  that  there  is  no  evidence 
whatsoever  that  these  services  are  over  reimbursed  under  the 
current  fee  schedule,  we  request  that,  at  the  very  least, 
Congress  refrain  from  enacting  any  further  reductions  affecting 
radiation  oncology  centers'   facility  services  at  this  time. 

I .  BACKGROUND 

In  order  to  accurately  understand  the  effect  of 
reimbursement  reductions  on  freestanding  facilities,   it  is 
necessary  to  understand  the  nature  of  the  technical  services 
they  provide. 

Technical  services  provided  during  the  course  of  treatment 
may  be  performed  by  various  staff  members  and  include: 

°        Physics  -  (provided  by  the  medical 

physicist).     This  service  consists  of 
medical  physics  consultation  in  support  of 
the  physician  responsible  for  treatment, 
which  may  include  an  evaluation  of  treatment 
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method,  modality,  and  treatment  rationale 
selected,  as  well  as  the  continuing  review 
of  the  patient's  technical  data  throughout 
the  course  of  treatment.     In  addition,  the 
physics  service  is  responsible  for 
maintaining  the  quality  assurance  of 
treatment  units  as  well  as  overseeing 
dosimetry,  brachytherapy,  and  other 
procedural  functions  related  to  physics. 

Dosimetry  -  (provided  by  the  medical 
physicist,  dosimetrist,  or  chief 
technologist/supervisor) .     Most  often  this 
service  deals  with  performing  the  manual  or 
computerized  calculations  required  before 
actual  external  or  internal  treatment  can  be 
delivered.     This  service  is  also  responsible 
for  designing  and/or  construction  of  any 
special  treatment  devices  required  as  well 
as  providing  special  dosimetry  functions  for 
complicated  or  unusual  treatment 
situations.     The  supervision  of  a  physicist 
and/or  radiation  therapist  is  imperative. 

Teletherapy  -  (provided  by  the  radiation 
oncology  technologist).     Teletherapy  is  an 
old  term  meaning  "long  distance  therapy"  and 
refers  to  the  external  beam  application  of 
either  Cobalt-60  or  high  energy  X-ray 
produced  by  a  linear  accelerator. 
Teletherapy  may  be  referred  to  as  telecurie 
treatment,  external  beam  treatment, 
megavoltage  treatment,  linear  accelerator 
treatment,  or  treatment  with  Cobalt-60. 
This  technical  service  is  supervised  by  the 
radiation  therapist. 

Brachytherapy  -  (provided  by  the  radiation 
therapist  in  conjunction  with  the  physicist, 
dosimetrist,  nurse,  and  technologist). 
Brachytherapy  refers  to  the  internal 
application  of  radiation  using  radioactive 
sources  (implants).     Brachytherapy  may  be 
used  in  conjunction  with  teletherapy  or 
alone  as  a  single  treatment  modality. 

Port  Films  -  (taken  by  the  radiation 
oncology  technologist  for  review  by  the 
radiation  therapist) .     This  is  an  important 
technical  service  that  is  used  to  ensure 
accurate  placement  of  the  radiation  beam  to 
the  identified  treatment  volume  as  defined 
during  simulation.     Port  films  may  be  taken 
weekly  using  the  treatment  unit,  during  the 
course  of  treatment  and  compared  with  films 
taken  during  simulation  to  verify  treatment 
accuracy. 

Simulation  -  (performed  by  the  radiation 
oncology  technologist  under  the  guidance  of 
the  radiotherapist) .     Simulation  is  a  widely 
accepted  technical  service  in, all 
state-of-the-art  radiation  onbology 
facilities  and  is  the  initial'  step  toward 
treatment  with  radiation.     The  emphasis  on 
the  simulator  or  the  process  of  simulation 
is  one  of  localization  rather  than 
treatment.     To  localize  or  identify  the 
tumor  and  the  area  to  be  treated,  X-rays 
will  be  taken  with  the  patient  in  treatment 
position.     Once  the  X-rays  have  been 
approved  by  the  physician,  the  patient  will 
then  receive  treatment  and  verification  or 
port  films  will  be  taken  to  ensure  accurate 
placement  of  the  radiation  beam. 
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°        Linear  accelerator  treatments  -  (performed 

by  the  radiation  oncology  technologist  under 
the  guidance  of  the  radiation  oncologist)  . 
Services  provided  are  identical  to  those 
received  by  a  teletherapy  unit,  the  only 
difference  being  the  source  of  radiation. 

°        Treatment  devices  -  (constructed  or  designed 
by  the  radiation  oncology  technologist, 
radiation  therapist,  physicist,  or 
dosimetrist) .     Treatment  devices  are 
required  for  virtually  all  treatment 
applications  and  include: 

Lead  or  cerrobend  blocking  used  to 
shield  areas  in  the  beam  that  do  not 
require  treatment; 

Bolus  used  to  alter  the  evenness  of  the 
radiation  along  the  contour  of  the  body; 

Stents,  bit  blocks,  or  other  mouth 
pieces  to  stabilize  patients  during 
treatment ; 

Wedges  or  compensators  to  alter  the 
geometry  of  the  radiation  beam  when 
treating  highly  irregularly  shaped  body 
parts  or  areas;  and 

Casts,  moulds,  or  any  other 
immobilization  device  used  to  maintain 
the  position  of  the  part  being 
irradiated  and  allow  daily 
reproducibility. 

Freestanding  radiation  oncology  centers  incur  substantial 
facility  costs  in  order  to  provide  these  technical  services. 
For  example,  a  typical  freestanding  facility  with  a  single 
treatment  unit  may  employ  10.5  FTEs,  or  more,   including  a 
number  of  highly  trained  technical  personnel.     The  equipment 
necessary  for  a  one  treatment  unit  facility  typically  may  total 
almost  $1  million,  including  a  linear  accelerator 
(approximately  $550,000),   a  simulator  (approximately  $250,000  - 
$300,000),   and  a  treatment  planning  system  ($150,000).  The 
costs  of  constructing  a  freestanding  facility  likewise  are 
significant,  due  to  the  need  for  special  vaulting  and 
protection  from  radiation:     A  typical  5,000  square  foot 
facility,  at  $150  per  square  foot,  would  cost  approximately 
$750,000  to  construct.     Thus  the  cost  of  constructing  and 
equipping  a  typical  freestanding  facility  will  approach  at 
least  $2  million. 

II.     THE  CURRENT  FEE  SCHEDULE  DOES  NOT  TAKE  INTO  ACCOUNT  THE 

EXTRAORDINARY  TECHNICAL  SERVICES  PROVIDED  BY  FREESTANDING 
RADIATION  ONCOLOGY  CENTERS  

As  discussed  above,  the  provision  of  radiation  oncology 
services  is  extremely  capital  intensive,  and  requires  major 
expenditures  for  capital  and  operational  costs.     AFROC  believes 
that  the  relative  values  accorded  to  certain  radiation  oncology 
codes  under  the  current  fee  schedule  fail  to  adequately  reflect 
the  fact  that  radiation  oncology  services  are  more  capital 
intensive  than  most  diagnostic  radiology  services. 

Our  major  concerns  relate  to  the  technical  RVS  for 
treatment  management,  physics'  services,  and  teletherapy  and 
brachytherapy  isodose  calculations.     For  a  series  number  of 
eight  typical  courses  of  therapy,  the  technical  relative  value 
ranges  from  51  percent  to  62  percent  of  the  global  relative 
values,  with  a  mean  value  of  56  percent.     This  level  of 
technical  reimbursement  is  clearly  insufficient  to  cover  the 
associated  costs  in  a  modern  radiation  therapy  facility. 
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The  failure  of  the  RVS  to  accurately  reflect  the  technical 
costs  is  hardly  surprising.     The  American  College  of 
Radiology's  membership  primarily  consists  of  diagnostic 
radiologists  and  most  of  the  radiation  oncologists  who  are 
members  of  the  American  College  of  Radiology  ("ACR")  practice 
primarily  in  hospital-based  settings.     Radiation  oncologists 
practicing  in  freestanding  settings  were  not  actively  or 
adequately  represented  in  the  ACR's  study,  which  was  the  basis 
for  the  current  fee  schedule. 

Despite  the  statutory  mandate  that  the  fee  schedule  take 
into  account  the  costs  of  providing  services  in  various 
settings,  the  current  fee  schedule  for  radiation  oncology 
services  does  not  adequately  take  into  consideration  the  costs 
of  providing  these  services.     Under  §  1834(b)(3)  of  the  Omnibus 
Budget  Reconciliation  Act  of  1987,  the  Secretary  was  required 
to  consider  variations  in  the  cost  of  furnishing  radiologists' 
services  among  different  sites  of  service  in  developing  the 
current  fee  schedule.     Although  the  ACR  conducted  a 
comprehensive  survey  of  the  costs  of  providing  services  in 
freestanding  radiation  oncology  centers,  these  results  have 
never  been  published  and  it  is  our  understanding  that  these 
results  have  never  been  furnished  to  the  Health  Care  Financing 
Administration.     AFROC  does  not  believe  that  this  cost 
information  was  used  in  any  systemic  or  comprehensive  manner  in 
formulating  the  RVS  and,  under  these  circumstances,  no  further 
reduction  in  the  level  of  technical  reimbursement  can  be 
justified  at  this  time. 

The  Physician  Payment  Review  Commission  ("PPRC")  in  its 
annual  Report  to  Congress  recommended  that  the  radiology  fee 
schedule  for  technical  services  be  completely  revised  to  take 
into  account  the  actual  practice  costs  incurred.     There  is  no 
evidence  that  the  current  reimbursement  for  these  technical 
services  is  too  high  -  in  fact,  radiation  therapy  centers 
generally  subsidize  the  operation  of  the  centers  using 
professional  fees.     Further  cutbacks  in  the  level  of  technical 
reimbursement  may  directly  affect  the  financial  viability  of 
those  centers  that  already  have  been  hard  hit  by  implementation 
of  the  current  fee  schedule.     Moreover,  such  cutbacks  will 
adversely  affect  hospital  outpatient  departments  which  are 
reimbursed  in  part  on  the  basis  of  the  radiology  fee  schedule. 

For  these  reasons,  we  respectfully  request  that  Congress 
refrain  from  enacting  any  further  cutbacks  in  the  reimbursement 
of  radiation  therapy  services  at  this  time,  and  that  Congress 
request  PPRC  to  complete  its  study  of  the  practice  costs 
involved  in  freestanding  radiation  oncology  centers  as  soon  as 
possible,  so  that  a  reimbursement  mechanism  can  be  established 
that  adequately  recognizes  the  extraordinary  overhead  costs 
associated  with  these  services. 

We  appreciate  your  consideration  of  our  views.     If  you 
have  any  questions  concerning  AFROC s  position  on  these  issues, 
please  do  not  hesitate  to  call  our  Washington  counsel,  Diane 
Millman,  at  (202)  778-8021. 
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College  of  American  Pathologists 

The  College  of  American  Pathologists  appreciates  the  opportunity  to  comment  on 
recommended  budget  cuts  and  Medicare  policy  initiatives  for  1991.   The  College  is 
a  national  medical  specialty  society  representing  more  than  11,000  pathologists  who 
practice  medicine  in  community  hospitals,  academic  medical  centers,  independent 
laboratories,  and  other  settings. 

College  comments  focus  on  Medicare  physician  services  and  laboratory  policy 
reimbursement  initiatives  that  are  ill-conceived  and  inequitable.   Our  comments 
also  address  some  Administration  1991  budget  proposals  that  will  be  unnecessarily 
burdensome  and  costly  to  the  federal  government. 

1991  Relative  Value  Scale  for  Pathology  Services 

The  Omnibus  Budget  Reconciliation  Act  (OBRA)  of  1989  included  two  major  RVS 
provisions  that  affect  pathologists.   Section  1848  was  added  to  the  Social  Security 
Act  to  establish  a  relative  value  scale  fee  schedule  for  all  physicians'  Medicare 
services  effective  January  1,  1992.   This  fee  schedule  will  be  implemented  or 
phased-in  over  a  five-year  period,  and  it  will  be  based  on  an  RVS  determined  by 
combining  physician  work  (resources)  values,  practice  expense  values,  and  malprac- 
tice values  into  one  relative  value  for  each  service. 

The  OBRA  1989  also  amended  Section  1834  of  the  Social  Security  Act  to  imple- 
ment a  budget  neutral  RVS-based  fee  schedule  for  pathology  services  effective 
January  1,  1991,  subject  to  Section  1848  above.   The  pathology  fee  schedule  is  to 
be  based  on  relative  values  developed  by  the  Secretary  in  consultation  with 
organizations  representing  physicians  performing  pathology  services. 

Professor  William  Hsiao  and  his  colleagues  at  the  Harvard  University  School  of 
Public  Health  are  conducting  a  restudy  of  physician  resources  involved  in  patholo- 
gy services.  The  restudy,  funded  by  the  College,  is  scheduled  to  be  finished  in  late 
1990.   In  addition,  the  College  has  contracted  for  design  of  a  study  of  pathology 
practice  costs  in  different  practice  settings. 

The  College  of  American  Pathologists  opposes  implementation  of  any  RVS  fee  schedule 
for  pathology  services  until  the  Hsiao  restudy  of  pathology  services  is  completed  and 
subjected  to  rigorous  review.    The  College  believes  that  implementation  of  the  pathology 
RVS  should  be  postponed  pending  completion  and  analysis  of  Hsiao  and  other  studies 
currently  under  way.  Implementation  on  January  1,  1991,  of  an  RVS  developed  by  the 
Secretary  will  not  allow  for  careful  review  of  the  Hsiao  restudy  data  and  of  Us  appropri- 
ate use  in  developing  an  equitable  RVS  for  pathology  services. 

At  its  February  1990  meeting  the  Physician  Payment  Review  Commission  agreed  that, 
rather  than  implementing  a  1991  fee  schedule,  pathology  services  should  be  paid  on  the 
basis  of  the  resource-based  fee  schedule  being  developed  for  all  physician's  services  and 
scheduled  for  implementation  in  1992. 
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The  College  believes  that  the  Hsiao  pathology  relative  values  should  undergo  a 
critical  review  and  refinement  process  following  completion  of  the  Hsiao  study. 
The  College  is  committed  to  development  of  appropriate  relative  values  for 
pathology  and  to  review  and  revision  of  any  proposed  RVS  to  ensure  its  accuracy. 

Implementation  in  1991  of  a  pathology  fee  schedule,  followed  by  implementation  in 
1992  of  a  fee  schedule  for  all  physicians  including  pathology,  is  not  sound  Medi- 
care policy  in  our  opinion.  The  1991  pathology  fee  schedule  will  only  cause 
unnecessary  work  for  the  Medicare  program  and  unnecessary  disruption  for 
pathologists.   There  is  no  benefit  to  this  initiative. 

The  College  urges  the  Congress  to  reconsider  the  1991  pathology  fee  schedule  provision, 
and  to  amend  the  OBRA  1989  legislation  so  it  will  not  he  implemented. 

Competitive  Bidding  for  Clinical  Laboratory  Services 

Competitive  bidding  for  clinical  diagnostic  laboratory  services  has  been  a  topic  of 
debate  in  Congress  for  more  than  five  years.   In  the  past,  Congress  has  imposed  a 
moratorium  on  competitive  bidding  demonstrations  proposed  by  the  Administration 
because  of  the  unacceptable  risk  of  disrupting  beneficiary  access  to  quality  labora- 
tory services. 

The  moratorium  has  expired  because  it  was  inadvertently  omitted  from  budget 
reconciliation  legislation  in  1989.   The  Administration  is  again  seriously  considering 
conducting  competitive  bidding  demonstrations  for  clinical  laboratory  services  in 
1991.  This  illogical  plan  appears  to  stem  from  the  notion  that  medical  diagnostic 
services  can  be  bid,  bulk  purchased,  and  provided  in  much  the  same  manner  as 
manufactured  supplies  and  equipment. 

In  fact,  competitive  bidding  for  clinical  diagnostic  laboratory  services  will  invite 
reductions  in  quality  and  access  to  these  services  for  Medicare  beneficiaries.  Even 
as  a  demonstration  project,  a  competitive  bidding  program  for  diagnostic  services 
would  be  administratively  burdensome,  expensive  to  implement,  and  enormously 
disruptive  in  the  demonstration  areas.  According  to  the  federal  agency  developing 
the  plan,  it  would  be  impossible  to  replicate  nationwide. 

It  is  highly  questionable  whether  realistic  prices  for  clinical  diagnostic  laboratory 
services  would  be  the  product  of  such  a  demonstration.  More  likely,  laboratory 
medicine  would  be  disrupted  in  the  demonstration  areas,  access  and  quality  would 
be  jeopardized,  and  no  insight  into  appropriate  pricing  for  laboratory  services 
would  be  gained. 

The  Medicare  program  already  controls  the  pricing  of  clinical  laboratory  services 
through  the  clinical  laboratory  fee  schedule.  Competitive  bidding  is  not  necessary. 
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The  College  urges  the  Congress  to  reinstate  a  moratorium  on  competitive  bidding  for 
clinical  diagnostic  laboratory  services. 

Medicare  Clinical  Laboratory  Fee  Schedule 

In  1984,  Medicare  payment  for  outpatient  clinical  diagnostic  laboratory  services  was 
reformed,  and  a  fee  schedule  was  implemented.   In  almost  every  year  since  then, 
the  fee  schedule  has  been  subjected  to  reductions,  caps,  elimination  of  inflation 
updates,  or  other  restrictions.   Currently,  Medicare  payment  for  clinical  laboratory 
services  is  based  on  carrier-specific  fee  schedules  and  limited  by  service-specific 
national  caps  that  are  93  percent  of  the  median  of  all  such  fee  schedule  amounts. 

The  Administration  now  proposes  further  reducing  the  national  caps  to  90  percent 
of  the  median  for  most  services  and  to  80  percent  of  the  median  for  services 
provided  as  standardized  test  packages  or  profiles.  The  1991  inflation  update 
would  be  eliminated  except  for  fee  schedule  amounts  below  the  caps.   Data  on 
prices  charged  for  services  to  non-Medicare  patients  would  be  used  to  reduce 
Medicare  fee  schedules  in  subsequent  years. 

Payment  for  Medicare  clinical  diagnostic  laboratory  services  cannot  continue  to  be 
subjected  to  such  reductions  without  sacrificing  quality  and  access.  The  attached 
statement  lists  major  legislative  changes  that  have  restricted  payment  for  Medicare 
clinical  diagnostic  laboratory  services. 

The  College  urges  the  Congress  to  allow  a  period  of  stability  in  Medicare  payment  for 
clinical  laboratory  services  by  rejecting  the  Administration's  proposals  for  1991.  The 
Medicare  clinical  laboratory  fee  schedules  should  receive  the  full  scheduled  inflation 
update  for  1991  and  should  not  be  subjected  to  reductions  in  the  national  caps. 

Data  on  non-Medicare  charges  for  these  services  is  unsuitable  for  use  in  setting  fee 
schedule  amounts  for  services  to  beneficiaries  of  the  Medicare  program  which  imposes 
extensive  billing  and  payment  restrictions  on  providers.    Non-Medicare  payers  often 
allow  batch  billing  (which  reduces  billing  costs)  and  do  not  require  the  extensive 
reporting  that  the  Medicare  program  demands. 

Medicare  Payment  for  Graduate  Medical  Education 

The  federal  government  supports  graduate  medical  education  (GME)  of  the 
nation's  physicians  through  payment  to  hospitals  for  their  direct  and  indirect  costs 
in  this  regard.  Since  1983,  payment  for  indirect  medical  education  costs  has  been 
included  as  an  element  of  the  hospital  prospective  payment  system  (PPS)  with 
payments  to  qualifying  teaching  hospitals  increased  7.7  percent  for  each  0.1  increase 
in  the  hospital's  ratio  of  interns  and  residents  to  beds.  This  adjustment  is  to 
compensate  teaching  hospitals  for  higher  costs  in  patient  care  associated  with  the 
training  of  physicians  that  are  not  accounted  for  in  the  PPS  rates. 

Direct  medical  education  costs  (salaries  and  other  overhead  costs)  are  reimbursed 
separately  but  also  prospectively,  based  on  the  hospital  1984  cost  per  resident 
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adjusted  for  subsequent  increases  in  the  level  of  consumer  prices.   Although  these 
payments  represent  only  about  2  percent  of  Medicare  inpatient  payments,  one- 
sixth  of  hospitals  receive  this  reimbursement  and  it  is  estimated  by  the  Congres- 
sional Budget  Office  to  cover  one-third  of  hospitals'  total  graduate  medical 
education  costs. 

The  Administration  proposes  to  reduce  payment  for  both  direct  and  indirect 
graduate  medical  education.  The  reduction  in  the  indirect  GME  payment  would 
be  a  significant  reduction  in  the  adjustment  factor  from  7.7  percent  to  4.05 
percent.  The  direct  GME  reduction  would  be  achieved  through  establishment  of  a 
per  resident  payment  derived  from  1987  resident  salary  data.  The  result  would  be 
a  reduction  of  $205  million  in  payment  in  direct  GME  costs  in  1991. 

Such  reductions  in  payment  to  hospitals  that  conduct  essential  training  programs 
for  physicians  will  cause  erosion  of  the  nation's  medical  education  system  and 
undeserved  hardship  on  teaching  hospitals,  which  also  care  for  a  disproportionate 
share  of  indigent  patients.  Hospital  closures  or  reduction  of  residency  positions  is 
likely  to  result.   Access  to  needed  health  care  services  in  some  communities  will  be 
reduced. 

Pathology  residency  programs  would  be  particularly  affected  by  the  proposed 
reductions.   The  average  age  of  pathologists  is  now  52  years,  with  the  average  age 
of  retirement  62  years.   A  large  proportion  of  pathologists  are  expected  to  retire 
by  the  end  of  this  decade,  and  there  is  no  current  surplus  of  pathologists  to  fill  the 
void  left  by  the  retiring  pathologists.   In  fact,  there  is  a  serious  shortage  of 
pathology  residents  at  this  time.   A  shortage  of  pathologists  is  predicted  for  the 
mid-1990s.   With  continual  decreases  in  GME  payment  it  is  increasingly  difficult 
for  hospitals  to  maintain  residency  programs  that  would  train  pathologists  for  the 
future. 

The  College  urges  the  Congress  to  continue  support  of  needed  physician  training 
programs  by  opposing  the  severe  cuts  for  these  services  proposed  by  the  Administration. 

Voluntary  Hospital  Physician  Participation 

The  Administration  proposes  to  allow  hospital  administrators  to  sign  an  agreement 
with  the  Medicare  program  guaranteeing  that  assignment  would  be  accepted  for 
emergency  services,  radiology,  anesthesia,  pathology  services,  and  consultations  by 
all  physicians.   A  hospital  would  be  able  to  advertise  its  status  as  a  Medicare 
"participating  medical  staff  hospital"  in  an  attempt  to  compete  with  other  nonpar- 
ticipating  hospitals. 

The  College  opposes  expansion  of  Medicare  assignment  authority  for  physician  services  to 
non-physicians  -  the  Voluntary  Hospital  Physician  Participation  Proposal. 

The  Medicare  program  is  about  to  implement  a  major  change  in  the  manner  in 

 — _ 
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on  resources.   Stringent  limitations  on  balance  billing  for  unassigned  services  will 
accompany  the  MFS. 

To  impose  upon  this  new  payment  system  a  program  in  which  hospitals  have  vague 
competitive  or  economic  incentives  to  pressure  the  entire  medical  staff  to  accept 
assignment  is  an  invitation  for  medical  staff/hospital  disruption  and  misunder- 
standing.  If  medical  staffs  wish  to  voluntarily  accept  assignment,  they  may  do  so 
now  and  join  the  hospital  in  such  an  advertising  campaign. 

The  Voluntary  Hospital  Physician  Participation  program  should  be  rejected  as  divisive  to 
physicians  and  hospitals  and  unnecessary  to  protect  Medicare  beneficiaries. 

User  Fees  for  Health  Facility  Survey  and  Certification 

The  Administration  proposes  to  tax  health  care  facilities,  in  the  form  of  a  "user 
fee,"  for  performing  survey  and  certification  procedures  required  to  ensure  that  the 
facilities  adhere  to  Medicare  conditions  of  participation.   The  fees  would  be  used 
to  fund  expected  increases  in  federal  survey  and  certification  activities  required  by 
the  Clinical  Laboratory  Improvement  Amendments  of  1988  and  other  laws,  includ- 
ing hiring  of  an  additional  170  full-time  equivalents  to  perform  these  services. 

It  is  not  necessary  to  tax  health  care  facilities  for  laboratory  inspection  and  certification 
provided  by  the  private  sector.   The  private  sector,  in  cooperation  with  the  Department  of 
Health  and  Human  Services,  has  historically  provided  these  services  without  imposing 
federal  fees  and  has  the  capability  to  continue  to  do  so. 

Laboratory  medicine  has  a  long  history  of  regulation,  inspection,  and  certification 
by  the  Medicare  program.   Inspection  and  accreditation  of  health  care  facilities  is 
conducted  by  the  Joint  Commission  on  Accreditation  of  Healthcare  Organizations 
(JCAHO).  The  College  of  American  Pathologists  Laboratory  Accreditation 
Program  (CAP-LAP)  inspects  and  accredits  more  than  4,000  hospital  and  indepen- 
dent laboratories.  The  JCAHO  accepts  CAP-LAP  accreditation,  and  JCAHO 
accreditation  is  accepted  by  the  Medicare  program  as  meeting  its  requirements. 
These  private  sector  programs  provide  a  valuable  response  to  federally  mandated 
standards  and  are  viable  alternatives  to  federal  user  fees  for  the  same  purpose. 

Likewise,  the  Commission  on  Office  Laboratory  Assessment  (COLA),  a  collabora- 
tive effort  of  the  College  of  American  Pathologists,  the  American  Academy  of 
Family  Physicians,  the  American  Society  of  Internal  Medicine,  and  the  American 
Medical  Association,  was  created  to  provide  accreditation  for  physician  office 
laboratories. 

The  College  believes  that  these  private  sector  approaches  represent  a  desirable  and 
appropriate  alternative  to  costly  government  survey  and  certification  of  laboratories.  It  is 
not  necessary  to  impose  federal  user  fees  on  laboratories  to  finance  laboratory  accredita- 
tion activities.    The  private  sector  has  demonstrated  the  ability  and  willingness  to 
undertake  this  activity  at  no  cost  to  the  federal  government.   The  programs  should  be 
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encouraged  and  their  involvement  enhanced  through  granting  of  Medicare  "deemed 
status"  applications. 

The  user  fee  proposal  should  be  structured  to  ensure  that  survey  and  certification 
activities  provided  by  the  private  sector  are  not  duplicated  and  health  care  facilities  are 
not  doubly  charged. 

Conclusion 

On  January  1,  1991,  the  Department  of  Health  and  Human  Services  is  required  to 
implement  a  pathology  relative  value  scale  and  fee  schedule  that  is  separate  from 
the  fee  schedule  to  be  implemented  for  all  of  medicine  in  1992.  The  College  of 
American  Pathologists  urges  the  Congress  to  reconsider  this  requirement  and 
amend  OBRA  1989  so  the  1991  fee  schedule  will  not  be  implemented.  Pathology 
would  then  begin  implementation  of  the  1992  Medicare  fee  schedule  with  all 
other  physicians. 

The  Administration's  1991  budget  document  includes  several  initiatives  that,  if 
implemented,  will  threaten  the  ability  of  the  nation's  health  care  facilities  to 
provide  quality  laboratory  medicine.   Laboratory  medicine  cannot  continue  to  be 
the  target  of  budget  reductions,  restrictions,  caps,  user  fees,  and  disruptive  ill- 
conceived  "competition"  initiatives,  year  after  year,  without  jeopardizing  these 
services. 

The  College  encourages  the  Congress  to  carefully  consider  the  budget  deficit 
initiatives  aimed  at  laboratory  medicine  that  are  proposed  by  the  Administration 
and  to  reject  them. 

As  always,  the  College  is  ready  to  work  with  the  Congress  to  ensure  high-quality 
laboratory  medicine. 

The  College  appreciates  the  opportunity  to  comment  on  the  Administration's  1991 
budget  proposals. 


USER\SMW\MAFCH22.TST 
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WALNUT  2-5252 

GEORGE  ROSS  FISHER.  M.  D. 
829  SPRUCE  STREET 
PHILADELPHIA.  PA.  19107 


March  29,  1990 


Representative  Pete  Stark,  Chairman 

Health  Subcom mittee, 

Cotrimitte  on  Ways  and  Means 

United  States  House  of  Representatives 

Mr.  Chairman, 

RE:  PHYSICIAN  PAYMENT  UNDER  MEDICARE 

This  statement  responds  to  your  invitation  for  public  testimony  on  the 
President's  proposed  cuts  in  Medicare  spending.  Others  have  correctly  testified 
that  spending  cuts  of  the  size  proposed  will  severely  threaten  the  workability 
of  the  RVS  program  which  Congress  enacted  last  year,  even  before  it  is  tested. 
My  comments,  however,  are  directed  toward  some  broader  aspects  of  the 
cost-reduction  process. 

Dividing  the  Cuts  Between  Medicare  A  and  Medicare  B.  There  had  been  general 
anticipation  that  Medicare  cuts  would  be  apportioned  between  the  two  segments  of 
the  program  in  rough  relation  to  their  size.  However,  comments  from  the  chair 
dwelt  on  the  idea  that  Medicare  A  had  increased  only  .4%  while  Part  B  spending 
increased  8%  -  with  the  implication  that  perhaps  hospitals  should  be  treated 
more  generously  to  reward  abstemious  behavior,  while  physicians  deserve  to  be 
treated  more  harshly  because  of  profligacy.  Alternative  interpretations  are 
certainly  possible,  including  the  possibility  that  the  compressibility  of  a 
program  is  related  to  the  amount  of  water  it  contains. 

Gail  Wilensky,  new  to  her  job,  might  be  asked  to  check  out  a  remark 
recently  made  by  her  Philadelphia  regional  administrator.  Payments  to  hospitals 
by  the  program  are  now  more  than  50%  based  on  cost-reimbursement.  Most  people 
are  surprised  to  iearn  this,  since  there  is  general  misconception  that  hospitals 
are  entirely  paid  by  the  DRG  prospective  pricing  methodology.  A  mixed 
methodology  permits  no  one  to  conclude  safely  that  the  incentives  of  the  DRG 
system  are  determinative  of  spending  results.  A  mixed  methodology  creates  a 
powerful  incentive  to  shift  costs  to  the  cost-plus  half  of  it,  while  extracting 
profits  from  the  prospective  prices.  Not  only  is  this  likely  to  occur  in  the 
attribution  of  indirect  overhead,  but  shifting  also  occurs  in  the  ingredients  of 
the  health  care  process.  Tests  and  procedures  formerly  thought  normal  within 
the  hospitalization  are  increasingly  performed  pre-  and  post-  hospitalization, 
thereby  making  the  DRG  payment  more  profitable,  and  shifting  the  program 
attribution  from  Part  A  to  Part  B.  It  would  be  a  supreme  irony  to  discover  from 
future  HCFA  data  (now  lagging  several  years  behind)  that  a  substantial  portion 
of  the  8%  increase  in  Part  B  is  attributable  to  hospitals  rather  than 
physicians.  Allowing  a  program  as  large  as  this  one  to  run  so  far  ahead  of  its 
data  analysis,  is  cause  for  great  dismay. 

The  Source  of  Volume  Increases.  The  primitive  state  of  HCFA  data  analysis 
permits  assertions  to  be  voiced  without  fear  of  quick  contradiction.  It  does 
seem  to  make  mathematical  sense  that  total  program  costs  could  only  rise  because 
of  rising  volume  of  items,  since  prices  of  items  have  been  frozen  for  several 
years.  To  the  extent  new  procedures  make  up  the  postulated  volume  increment, 
almost  no  one  would  wish  to  constrain  them,  since  new  "  miracle"  treatments  have 
typically  overcome  strenuous  efforts  of  the  Food  and  Drug  Administration  or  peer 
reviewed  journals  to  evaluate  them.  As  such,  they  have  survived  the  most 
rigorous  outcomes  analysis,  and  recently.  Obsolete  treatments  should  of  course 
be  eliminated  forthwith,  but  it  is  unrealistic  to  suppose  that  obsolete 
^AWe^vrr^s  '.!?e  increasing  8%  a  vear.  Therefore,  Congress  must  faee  the 
uncomfortable  idea  of  substantially  reducing  the  volume  of  established, 
traditional,  procedures  and  practices.  Neither  the  patients  nor  the 
practitioners  are  likely  to  treat  this  idea  warmly. 
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Physicians  have  not  provoked  volume  increases  —  Congress  has  provoked 
volume  increases,  by  relentless  attrition  of  deductibles,  co-payments  and 
balance  billing.  All  of  the  foregoing  introduce  volume  restraints  through 
patient  financial  participation  in  the  cost  of  care.  Recent  Congressional 
cost-escalating  activity  has  centered  on  coerced  assignment  of  claims,  where  it 
is  easy  to  demonstrate  a  statistical  relation  between  volume-increase  and 
elimination  of  balance  billing.  After  all,  it  makes  little  difference  whether 
the  patient  pays  $75  as  a  deductible,  or  pays  $75  as  a  balance-bill.  If  the 
President  and  Congress  wish  to  reduce  the  governmental  cost  of  Medicare,  as 
distinguished  from  merely  wishing  to  make  budgetary  expenditure  cuts,  a  rise  in 
the  deductibles  is  long  overdue  and  mandatory  assignment  is  highly 
counter-productive.  Limiting  the  Medicare  pain  to  the  patient-participation 
approach  for  a  single  year  would  have  the  Salutory  effect  of  establishing  a 
clear  demonstration  of  the  effectiveness  of  patient  co-payment  as  a  volume 
restraint.  And  meanwhile  it  could  achieve  the  necessary  budget-balancing 
without  undermining  the  RVS  system  before  it  starts. 

Administrative  Reform.  Recent  events  in  central  and  eastern  Europe  have 
demonstrated  how  futile  it  is  to  run  massive  enterprises  with  centralized 
micromanagement.  As  regulation  fails,  it  escalates  to  tyranny;  tyranny  then 
destroys  the  enterprise.  Proposals  like  the  recent  one  from  the  Institute  of 
Medicine  to  add  $600  million  to  the  PRO  program,  which  evoked  sympathetic  echoes 
at  the  hearing,  are  difficult  to  relate  to  the  subject  of  cost  cutting. 

Having  said  that,  there  are  still  a  number  of  available  ways  of  reducing 
the  very  large  administrative  costs  of  the  control  apparatus  to  be  found  in  the 
last  few  Omnibus  Reconciliation  Acts.  Electronic  claims  processing,  electronic 
funds  flow,  cross-over  billing,  piggy-backing  of  claims  are  merely  a  few 
examples  of  techniques  presently  available  but  untried  as  the  fiscal 
intermediaries  contend  with  mountains  of  paper.  The  development  of  a 
computerized  claim  process  which  includes  physicians  within  the  electronic 
environment  would  have  far  more  beneficial  effect  than  merely  reducing 
everyone's  administrative  costs.  If  physicians,  for  whatever  reason,  buy  and 
learn  to  use  computers  the  subsequent  scientific  spill-over  would  position  this 
committee  as  a  major  contributor  to  better  and  more  abundant  high  quality 
medical  care. 

Reversing  Financial  Disincentives  for  Preventative  Medicine.  No  one  at  the 
hearing  mentioned  the  possibility  that  national  investment  in  preventative 
medicine  or  promotion  of  healthier  public  lifestyles  might  have  long-term 
benefit  for  the  federal  budget.  Perhaps  that  was  an  oversight,  or  perhaps  there 
is  enough  general  sophistication  to  recognize  that  federal  programs  presently 
create  a  strong  disincentive  for  such  an  approach.  If  people  live  longer,  it  is 
necessary  to  make  Social  Security  payments  for  a  longer  period.  If  they  recover 
from  one  illness,  they  inevitably  live  on  to  develop  another  one  at  Medicare 
expense.  What  we  have  here  is  a  monstrous  incentive  system,  which  amounts  to 
presenting  Congress  with  the  dilemna  of  bankrupting  the  government  whenever  it 
seeks  to  improve  public  health. 

The  most  facile  way  of  reversing  this  disincentive  is  to  substitute  a  prefunded 
system  for  the  present  pay-as-you-go  approach.  That  is  to  say,  the  power  of 
compound  interest  accumulation  could  provide  revenue,  increasing  with  increased 
longevity,  to  match  the  heightened  expenditures  which  likewise  adhere  to 
longevity  improvement.  Senator  Moynihan  has  alerted  everyone  to  some  problems 
inherent  in  "overfunding"  a  pay-as-you-go  system,  which  I  will  not  address 
beyond  observing  that  devolving  the  systems  to  private  IRAs  would  seem  a  readily 
available  remedy.  Practical  solutions  to  pre-funding  complexities  will  likely 
emerge  quickly  once  the  urgent  need  is  acknowledged. 
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Summary.  This  letter  supports  ideas  which  others  introduced  into  the  hearing,  to 
the  effect  (1)  that  the  HCFA  data  system  does  not  permit  the  conclusions  which 
have  been  based  on  it,  particularly  that  some  physicians  deserve  harsher  budget 
cuts  than  the  rest  of  the  system.  (2)  That  disruption  of  the  RVS  system  so  soon 
would  be  counter-productive.  (3)  And  that  administrative  streamlining  of  the 
program  is  badly  needed. 

But  the  main  thrust  of  this  testimony  is  that  line-item  budget  cuts,  whether 
targetted  or  across-the-board,  are  not  the  best  way  to  save  money  in  the 
Medicare  program.  (4)  Rather,  a  serious  reapplication  of  patient  financial 
restraints  (whether  deductibles,  copayments  or  balance-billing)  should  be 
attempted.  (5)  The  payment  system  should  actually  receive  an  investment  to 
enlarge  the  computer  environment  to  include  physicians  offices,  for  reduced  cost 
in  future  years.  (6)  And  the  funding  system  should  be  redirected  so  the  power  of 
compound  interest  can  take  advantage  of  improved  longevity,  rather  than  putting 
Congress  in  the  present  deplorable  position  of  condemning  longevity  because  it 
costs  so  much. 


George  Ross  Fisher,  M.D. 


STATEMENT  OF  ROBERT  EMMET  MOFFIT ,    Ph.D.,  NATIONAL 
ALLIANCE  OF  PHYSICIANS  AND  SURGEONS 

Chairman  Stark,  Congressman  Gradison,  Honorable  Members  of  the 
Committee : 

My  name  is  Robert  E.  Moffit  and  I  serve  as  a  consultant 
and  Executive  Director  to  the  newly  formed  National  Alliance 
of  Physicians  and  Surgeons.  Before  re-entering  private  life 
last  year,  it  was  my  high  privilege  to  serve  as  Principal 
Deputy  Assistant  Secretary  for  Legislation  at  the  Department 
of  Health  and  Human  Services  under  Secretary  Otis  R.  Bowen. 

Before  I  elaborate  upon  the  substance  of  my  remarks,  I 
would  first  like  to  extend  my  deep  appreciation  to  the 
Chairman  and  the  fine  professional  staff  of  the  Subcommttee 
for  the  opportunity  to  submit  this  formal  statement. 

The  National  Alliance  of  Physicians  and  Surgeons  is 
literally  weeks  old,  not  much  older  indeed  than  the 
Administration's  Budget  Proposals  for  FY  1991.  Founded  in 
Fort  Lauderdale,  Florida,  by  Dr.  Harvey  Kugel,  a  cardiologist, 
and  Dr.  Richard  Neubauer,  a  specialist  in  internal  medicine, 
the  National  Alliance  of  Physicians  and  Surgeons  was  formed 
for  the  purpose  of  maintaining  the  integrity  and  independence 
of  private  medical  practice,  regardless  of  medical  specialty 
or  professional  interest. 

From  that  broad  perspective,  we  oppose  adoption  of  the 
Administration's  Fiscal  Year  1991  Budget  Proposals  for  the 
Physician  Reimbursement  in  Medicare  Part  B  and  the 
implementation  of  the  Resource-Based  Relative  Value  Scale 
(RBRVS)  as  the  new  schedule  of  physician  reimbursement.  We 
favor  a  repeal,  or  at  least  a  delay,  of  the  new  fee  schedule. 
The  Administration's  Fiscal  Year  199 |  Budget  Proposals  cannot 
be  understood  apart  from  the  implementation  of  the  Resource 
Based  Relative  Value  Scale  for  Medicare  payment.  Indeed,  the 
Administration's  Budget  package  explicitly  builds  upon  this 
change  in  the  fee  system  enacted  last  November. 

FISCAL  YEAR  91  REDUCTIONS 

The  Administration  has  proposed  nine  separate  items 
impacting  physicians  in  its  Medicare  Part  B  budget  package. 
The  most  significant  items,  such  as  another  round  of  cuts  in 
"overpriced"  procedures,  cuts  in  payments  for  practices  in 
"overpriced"  areas,  a  second  round  of  cuts  for  radiologists 
and  anesthesiologists,  and  a  flat  reduction  in  the  global 
surgical  fee  aggravate  the  impact  of  budget  cuts  made  in  the 
federal  budget  last  year.  In  other  words,  in  an  effort  to 
contain  costs,  the  Administration  budget  is  concentrating 
again  on  diagnostic  and  procedural  specialists  for  the  bulk 
of  the  projected  $1  billion  in  savings  to  be  realized  from 
physicians'  services.  The  impact  these  proposals  goes  beyond 
material  consequences  for  doctors  who  take  Medicare  patients. 
After  all,  the  Congress  and  the  Administration  have  just 
enacted  far  reaching  reforms  for  physicians'  reimbursement, 
the  full  implications  of  which  are  neither  clearly  understood 
nor  fully  appreciated  within  the  medical  profession.  The 
chief  target  of  those  reforms  is  largely  the  same  class  of 
physicians  and  surgeons  disproportionately  impacted  by  these 
budget  proposals.  These  physicians  should  be  given  some 
breathing  room  and  time  to  recover  from  last  year's  changes. 
Enough  is  indeed  enough.     We  hope  that  Congress  would  agree. 

In  this  connection,  the  Committee  is  aware  of  recent 
items  in  the  general  media  and  the  professional  journals 
concerning  the  conditions  of  modern  medical  practice. 
Demoralization  within  the  medical  profession  is  becoming  a 
genuine  problem.  Many  physicians  and  surgeons  sense  they  are 
losing  control  over  their  own  profession,    and  fear  for  the 
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future  of  private  practice.  Without  belaboring  the  issue,  we 
would  ask  the  Committee  to  take  this  emerging  problem  into 
consideration  during  its  deliberations  on  the  Budget 
Reconciliation  legislation  this  year. 

THE  IMPLEMENTATION  OF  THE  RBRVS 

As  we  have  already  indicated,  we  oppose  the  adoption  and 
the  implementation  of  the  Resource-Based  Relative  Value  Scale. 
On  a  conceptual  level,  we  oppose  it  as  incompatible  with  the 
future  independence  of  private  practice  and  market  principles. 
On  an  operational  level,  we  would  respectfully  call  the 
Committee's  attention  to  the  fact  that  the  process  of 
implementation  has  raised  far  more  troubling  questions  than 
satisfactory  answers  from  the  federal  authorities  charged  with 
making  it  work. 

In  the  context  of  the  Administration's  Budget  Policy,  we 
would  also  call  the  Committee's  attention  to  the  eloquent 
statement  of  OMB  Director  Richard  Darman.  In  his  introduction 
to  the  FY  1991  Budget,  Director  Darman  celebrates  the  collapse 
of  "state  centered,  command  and  control  systems"  of  economic 
regulation.  The  Director  further  warns  us  that,  "It  would  be 
a  highly  unfortunate  irony  if  -  just  as  the  world  were 
affirming  more  market-oriented  and  investment-oriented 
principles  -  the  United  States  were  to  do  anything  other  than 
strengthen  its  commitment  to  these  very  principles." 

Put  simply,  the  implementation  of  the  RBRVS  is  flatly 
inconsistent  with  the  Administration's  own  stated  budget 
policy.  If  the  premise  of  an  argument  is  true,  then  the 
conclusion  must  logically  be  true.  The  fundamental  premise 
of  the  RBRVS  is  that  market  forces  do  not  work  in  health  care 
delivery,  and  therefore  a  non-market  calculation  of  the 
"value"  of  a  physician's  labor,  plus  the  costs  of  his  practice 
is  preferable.  We  are  aware  that  there  is  a  considerable  body 
of  literature  that  supports  the  ideal  that  health  care 
delivery  is  not  amenable  to  market  forces  or  market  analysis, 
but  surely  the  scientific  literature  on  the  subject  is  not 
unanimous  and  many  reputable  economists  of  national  stature 
would  doubtless  argue  otherwise.  As  it  stands  now,  the 
Administration  and  Congress  are  preparing  to  impose  a  theory 
of  job  "value"  and  wage-setting  of  private  citizens  they  have 
thus  far  refused  to  impose  on  any  other  class  of  American 
citizens,  including  members  of  the  federal  civil  service.  The 
employment  of  a  sophisticated  social  science  model  for  the 
determination  of  wages  and  prices  surely  has  implications 
beyond  one  class  of  professionals.  What  we  have  here  is  a 
major  question  that  goes  to  the  very  heart  of  our  public 
policy.  In  any  case,  the  very  gravity  of  the  basic  premise  - 
the  utter  unworkability  of  market  forces  -  underlying  the 
entire  edifice  of  the  RBRVS  should  encourage  a  general 
Congressional  reconsideration. 

Another  focal  point  of  Congressional  review  should  be  the 
admitted  limitations  of  the  RVS  methodology  itself.  We  do  not 
quarrel  with  the  fact  that  the  massive  study  of  Professor 
William  Hsiao  and  his  team  at  Harvard  University  is  an 
impressive  social  science  research  effort.  As  with  all  good 
scholars,  Professor  Hsiao  and  his  colleagues  honestly  affirm 
the  limitations  as  well  as  the  strengths  of  their  research. 
But  public  policy  is  not  a  research  project;  it  is  the 
exercise  of  the  authority  of  government  on  behalf  of  its 
citizens.  In  developing  the  RBRVS,  its  architects  acknowledge 
that  no  provision  is  made  for  reimbursing  a  physician  or  a 
surgeon  in  terms  of  the  "quality"  of  the  medical  service  or 
the  "benefit"  derived  from  it.  In  the  September  1988  edition 
of  the  New  England  Journal  of  Medicine,  Professor  Hsiao  et. 
al .  argue  that  with  more  time  and  more  research,  they  may  be 
able  to  refine  their  methodological  techniques  and  develop  a 
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able  to  refine  their  methodological  techniques  and  develop  a 
"quality  index",  for  example,  for  physicians'  services.  (See 
William  C.  Hsiao  et.  al.  "Special  Report",  New  England  Journal 
of  Medicine,  Vol.  319,  No.  13,  p.  888).  But  in  the  meantime, 
no  such  index  exists,  either  for  "quality"  or  "benefit";  and 
it  is  not  at  all  clear  how  HCFA  is  supposed  to  provide  input 
for  either  in  the  implementation  and  application  of  the  RBRVS . 
Quality  assurance  is  not  merely  a  matter  of  administrative 
enforcement,  but  should  be  integral  to  any  new  physician 
payment  system.  Whatever  weaknesses  one  may  attribute  to 
market  determinations,  both  the  quality  and  the  benefit  of  a 
service  are  two  elements  to  which  a  market  responds  with  the 
most  admirable  flexibility.  Before  the  new  fee  system  is 
implemented,  HCFA  should  be  required  to  address  this  aspect 
of  the  fee  system.  In  the  absence  of  indices  of  quality  ox- 
benefit  within  the  RBRVS  formula,  we  are  entitled  to  know  how 
HCFA  is  to  supply  these  elemental  deficiencies. 

Thirdly,  we  are  troubled  by  both  the  substance  and  the 
tone  of  HCFA's  own  official  statements  on  the  impact  of  the 
new  fee  system  on  access  to  care  in  the  Medicare  system. 
After  ail,  this  is  the  agency  charged  with  administering  the 
RBRVS.  In  its  official  1989  Report  to  the  Congress  on 
Medicare  Physician  Payment  Reform,  HCFA  argued  for  a  "cautious 
approach"  toward  implementation  of  a  national  fee  schedule, 
noting  that  "the  effects  of  resource-based  fee  schedule  on 
access  to  care  cannot  be  predicted  with  confidence."  In 
arguing  for  a  cautious  approach  and  a  long  lead  time  for 
implementation,  HCFA  is  clearly  trying  to  avoid  any 
disruptions  in  the  Medicare  delivery  system.  Granting  the 
smoothest  transition  process,  however,  the  creation  of 
disincentives  to  accept  Medicare  assignment  for  whole  classes 
of  physicians  cannot  be  without  negative  consequences. 
Indeed,-  in  its  own  report,  HCFA  observes,  "Nonetheless, 
because  the  changes  in  payment  that  would  result  under  the  fee 
schedule  are  far  more  extensive  than  previous  changes,  there 
is  simply  no  reliable  basis  for  predicting  the  response  of 
physicians  either  in  terms  of  willingness  to  treat  Medicare 
patients  or  willingness  to  accept  assignment.  This 
uncertainty  argues  for  a  cautious  approach  toward  fee  schedule 
implementation."  We  would  argue  -  to  the  contrary  -  that  this 
very  uncertainty  calls  for  a  halt  to  implementation  until  HCFA 
can  provide  the  Congress  and  the  public  with  a  clearer  idea 
of  the  consequences  of  the  new  system  for  access  to  quality 
health  care.  For  a  system  that  provides  for  the  medical  needs 
of  32  million  elderly  Americans,  a  more  confident  projection 
of  access  levels  should  be  required  of  HCFA. 

Finally,  we  would  call  the  Committee's  attention  to  the 
magnitude  of  the  managerial  task  facing  HCFA  in  the 
administration  of  the  RBRVS  system.  Again,  in  its  own  1989 
Report  to  the  Congress,  HCFA  has  called  attention  to  the  fact 
that  the  administration  of  the  RBRVS  will  be  far  more 
demanding  than  the  administration  of  the  PPS  system  for 
hospitals:  "Implementation  of  a  national  fee  schedule  is  an 
enormously  complex  undertaking  -  far  more  complex  than 
implementation  of  the  prospective  payment  system  of  hospitals. 
The  complexity  of  the  task  is  evident  in  the  fact  that  there 
are  7,000  physician  payment  codes  (475  DRGs ) ,  500,000 
physicians  (7,000  hospitals),  and  about  400  million  claims 
(11  million  inpatient  hospital  claims)." 

Clearly,  any  ambitious  program  of  central  planning,  on 
such  a  scale  as  contemplated  here,  will  require  a  mammoth 
amount  of  detailed,  developed  and  applied  information.  In 
order  to  achieve  an  "objective"  standard  of  reimbursement 
under  the  RBRVS,  HCFA  will  have  to  develop  relative  value 
units  for  each  of  the  thousands  of  medical  procedures, 
incorporate  geographic  and  malpractice  cost  factors,  and 
develop   -   on   the   basis   of    the   RBRVS    study   -  reimbursement 
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Study  -  reimbursement  levels  for  codes  not  specifically 
included  in  the  Harvard  study.  We  would  also  note,  in 
passing,  that  the  very  purpose  of  the  RBRVS  is  to  ensure  a 
scientifically  "objective"  reimbursement  program  to  ensure  a 
"level  playing  field"  among  different  medical  specialties;  a 
purpose  logically  contradicted  by  the  legal  authority  of  the 
Secretary  of  HHS  to  make  his  subjective  modifications. 

The  credibility  of  the  RBRVS  will  be  dependent  not  only 
on  its  management,  but  on  the  quality  and  quantity  of  the 
data.  In  this  respect,  the  Congress  has  already  heard  expert 
testimony  expressing  concern  over  the  completeness  and  the 
timely  delivery  of  such  data.  While  we  do  not  favor  the 
employment  of  the  RBRVS  as  a  fee  system  in  the  first  place, 
we  would  hope  that,  if  the  Congress  insists  on  adhering  to  a 
January  1,  1992  implementation  date,  it  will  scrutinize  the 
quantity  and  the  quality  of  the  data  before  actual 
implementation . 

In  conclusion,  Mr.  Chairman,  the  National  Alliance  of 
Physicians  and  Surgeons  opposes  the  adoption  of  the 
Administration's  Budget  proposals  for  Medicare  reimbursement 
as  well  as  the  implementation  of  the  Resource  Based  Relative 
Value  Scale.  On  the  RBRVS,  we  believe  that  the  fundamental 
approach  and  the  implementation  of  the  new  system  raises  more 
questions  than  it  resolves.  And  while  we  sincerely  appreciate 
the  need  for  savings  in  the  Medicare  program,  we  would  prefer 
an  across-the-board-f reeze  in  physician  reimbursement  rather 
than  further  cuts,  especially  for  classes  of  physicians  who 
have  already  been  on  the  receiving  end  of  significant 
reductions  as  a  result  of  last  year's  budget  changes. 

Thank  you  again,  Mr.  Chairman,  for  the  opportunity  to 
submit  our  statement.  We  stand  ready  to  work  with  the 
Committee  and  its  fine  staff  on  these  and  other  matters  of 
interest  to  you. 
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STATEMENT  OF  THE  NATIONAL  ASSOCIATION  OF  PORTABLE 
X-RAY  PROVIDERS  BEFORE  THE  HOUSE  WAYS  &  MEANS  COMMITTEE 
HEARING  ON  BUSH  ADMINISTRATION  MEDICARE  PART  B  PROPOSALS 
March  29,  1990 


I.  INTRODUCTION 

The  National  Association  of  Portable  X-Ray  Providers  (NAPXP) 
submits  this  statement  on  the  Bush  Administration's  budget 
proposals  for  Fiscal  Year  (FY)  1991.     The  Association  is  a  ten- 
year  old  organization  representing  suppliers  of  portable  x-rays 
throughout  the  United  States.     The  NAPXP  is  vitally  concerned 
about  Medicare  budget  actions  because  over  90  percent  of  portable 
x-ray  services  are  reimbursed  by  Medicare.     Thus,  although 
portable  x-rays  are  not  physicians'   services,  the  NAPXP  wishes  to 
present  its  views  on  Medicare  Part  B  proposals  to  the  Committee. 

II.  BACKGROUND  ON  THE  PORTABLE  X-RAY  SERVICE 
AND  MEDICARE  REIMBURSEMENT  


A.  The  Nature  of  the  Portable  X-Ray  Service 

Portable  x-ray  suppliers  are  companies  that  bring  x-rays  to 
the  bedsides  of  elderly  homebound  or  nursing  home  patients. 
Typically,  they  are  small,  literally  "Mom-and-Pop"  firms  founded 
by  former  x-ray  technologists  who  remain  closely  involved  in  the 
day-to-day  business. 

The  portable  x-ray  service  is  provided  entirely  by  specially 
qualified,  non-physician  technologists.     The  only  alternative  is 
transporting  the  patient  in  an  ambulance  to  a  hospital,  which 
entails  potentially  injurious  physical  movement  and  mental 
trauma.     The  portable  x-ray  service  generally  costs  one-third  to 
one-fourth  as  much  as  the  ambulance  alternative,  and  provides  a 
faster  turnaround  of  films  to  the  attending  physician,  thus 
speeding  diagnosis  and  treatment  of  injuries.     Portable  x-rays 
are  functionally  different  from  physicians'  office  x-rays  and 
much  costlier  to  provide  because  of  the  special  difficulties 
created  by,  and  training  required  for,  a  geriatric,  infirm 
clientele  and  the  need  to  transport  the  x-ray  equipment  and  then 
assemble,  dismantle,  and  reassemble  it  for  each  patient  who  is 
x-rayed. 

B.  History  of  Medicare  Reimbursement  of 
Portable  X-Ray  Services  

Portable  x-ray  services  have  been  covered  by  Medicare  since 
early  in  the  history  of  the  Medicare  program,  and  have  been 
recognized  by  statute  as  non-physicians'   services.     See  42  U.S.C. 
§1395x(s) (3) .     Similarly,  the  Health  Care  Financing 
Administration  (HCFA)  devised  a  unique  payment  instruction  for 
portable  x-ray  services  that  is  embodied  in  a  separate  section 
(5244)  of  the  Medicare  Carriers  Manual. 

Notwithstanding  this  recognition  of  the  portable  x-ray 
service  by  Medicare  program  authorities  as  a  unique,  non- 
physician's  service,  the  portable  service  has  been  ignored  or 
misunderstood  by  the  local  Medicare  carriers  because  of  the 
relatively  miniscule  size  of  the  business:     portable  x-rays 
represent  less  than  2  percent  of  all  Medicare  radiology 
procedures.     Consequently,  Medicare  carriers  in  many  parts  of  the 
country  have  historically  treated  portable  x-ray  services 
incorrectly  as  physicians'   services,  despite  many  efforts  by 
portable  x-ray  suppliers  to  explain  that  physicians  are  not 
involved  in  providing  the  service  and  that  it  does  not  resemble 
the  type  of  x-ray  normally  provided  to  ambulatory  patients  in 
physicians'  offices. 
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This  historical  misunderstanding  by  carriers  has  been 
reflected  in  two  ways.     First,  many  carriers  erroneously 
subjected  portable  x-ray  suppliers  to  the  Medicare  physicians' 
fee  freeze  of  1984-1986.  .  Second,   throughout  the  1980s  carriers 
historically  reimbursed  portable  x-ray  suppliers,  contrary  to  the 
direction  in  Section  5244  of  the  Carriers  Manual,  by 
"commingling"  portable  x-ray  charge  data  with  physicians'  office 
x-ray  charge  data  in  determining  prevailing  charges.  Because 
portable  x-rays  are  much  costlier  to  provide  than  physicians' 
office  x-rays,  portable  x-ray  charges  are  necessarily  higher  than 
those  for  physicians'   office  x-rays.     Consequently,  the 
commingling  of  portable  x-ray  charge  data  for  2  percent  of 
procedures  with  physicians'  office  charge  data  for  98  percent  of 
procedures  created  prevailing  charges  for  portable  x-ray  services 
that  were  far  lower  than  they  would  have  been  if  only  portable 
x-ray  data  had  been  used.     HCFA  itself  stated  in  1985  that  the 
carrier  "commingling"  practice  was  improper,  but  carriers 
continued  to  use  it.     Because  of  these  errors,  Medicare  portable 
x-ray  payments  throughout  the  1980s  were  suppressed  below  even 
correctly  calculated  Medicare  payment  levels — while  staff 
salaries  and  other  costs  of  doing  business  continued  to  rise. 

Before  1988,   the  general  principle  for  reimbursement  of 
portable  x-ray  services  was  the  "reasonable  charge"  method  that 
set  Medicare  payment  at  the  lowest  of  the  actual,  customary,  and 
prevailing  charges.     In  the  Omnibus  Budget  Reconciliation  Act  of 
1987  (OBRA'87),  Congress  mandated  a  new  fee  schedule 
reimbursement  methodology  for  physicians  and  "suppliers"  of 
radiology  services.     42  U.S.C.   §1395m(b).     The  new  law  directed 
HCFA  to  develop  a  relative-value-based  fee  schedule  for  all  such 
radiology  services. 

It  was  at  this  point  that  the  NAPXP  first  approached  HCFA  to 
discuss  the  portable  x-ray  business  and  explain  the  considerable 
differences  between  portable  x-ray  services  for  infirm,  elderly 
patients  and  physicians'   office  x-rays  for  ambulatory  patients. 
HCFA  recognized  these  functional  differences  and  the  fact  that 
the  portable  x-ray  service  is  not  in  any  way  a  physician's 
service.     Consequently,  HCFA  established  a  separate  fee  schedule 
solely  for  reimbursement  of  portable  x-ray  services. 
Additionally,   the  agency  made  a  commitment  to  resolve  the 
historical  "commingling"  problem,  albeit  after  the  initial 
implementation  of  the  portable  x-ray  fee  schedule.     In  fact,  HCFA 
officials  are  now  developing  a  methodology  for  carriers  to  use  in 
correcting  the  commingling  problem.     (However,  the  problem  is 
complex,  and  the  implementation  of  HCFA's  corrective  methodology 
by  carriers  may  be  a  difficult  and  time-consuming  process.) 

In  1989,  the  Administration  proposed  and  Congress  enacted  a 
4  percent  payment  cut  for  radiology  services.     During  the 
Congressional  consideration  of  these  payment  cuts,   the  NAPXP 
argued  that  they  should  not  apply  to  portable  x-ray  services. 
The  NAPXP  pointed  out  that  portable  x-ray  services  are  not 
physicians'   services,  and  that  portable  x-rays  cannot  be 
considered  "overpriced"  because  of  the  historical  suppression  of 
portable  x-ray  reimbursement.     In  addition,  the  NAPXP  argued  that 
portable  x-rays  are  by  far  the  most  efficient  and  effective  means 
of  providing  x-rays  to  nursing  home  and  homebound  patients.  The 
only  alternative  is  that  of  taking  the  patient  in  an  ambulance  to 
a  hospital,  which  is  far  costlier  and  may  not  be  available  at  all 
in  some  rural  areas.     Where  the  ambulance  option  is  substituted, 
elderly  patients  may  be  at  risk  for  physical  and  emotional 
trauma,  and  Medicare  costs  would  certainly  increase.     Thus,  the 
NAPXP  showed  that  it  is  in  the  interests  of  the  Medicare  program, 
with  regard  to  both  cost  and  quality  of  service,  to  encourage  the 
continuation  and  expansion  of  the  portable  x-ray  service  through 
adequate  Medicare  payment  rates.     Ultimately,  Congress  accepted 
these  arguments  and  treated  portable  x-rays  as  non-physicians' 
services  that  were  excluded  from  the  4  percent  cut.     See  Section 
6105  of  OBRA'89. 
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III.  ADMINISTRATION  BUDGET  PROPOSALS  FOR  FISCAL  YEAR  1991 

This  year,  the  Administration  has  again  proposed  to  cut 
Medicare  payments  for  radiology  services.  The  Department  of 
Health  and  Human  Services   (HHS)  budget  proposal  for  FY1 91  states: 

In  OBRA'89,  the  Congress  reduced  payments  for 
radiology  and  anesthesia  services:  radiology 
fees  were  reduced  by  4  percent  and  changes 
were  mandated  in  payment  for  anesthesia 
time.     For  1991,  we  are  recommending 
reductions  in  Medicare  payments  for  radiology 
and  anesthesia  services  in  order  to  further 
reduce  their  overvaluation. 

We  are  proposing  that  radiology  and 
anesthesia  fees  be  reduced  by  the  amount  that 
current  fees  exceed  an  estimated  resource 
based  fee  schedule.     The  fee  schedule  would 
be  estimated  by  reducing  the  1990  national 
average  conversion  factor  by  10  percent  (less 
than  the  full  amount  we  estimate  these 
services  are  overvalued).     The  maximum 
reduction  for  any  locality  in  1991  would  be 
25  percent. 

HHS  Press  Release  on  Budget  Proposals  for  the  Medicare  program 
(January  29,  1990)  at  49-50.     This  language  describes  "radiology" 
services  as  those  that  were  cut  last  year  by  4  percent.  Portable 
x-rays  were  not  covered  by  that  cut.     Thus,   it  is  appropriate  to 
conclude  that  the  "radiology"  services  that  the  Administration 
proposes  to  cut  this  year  are  limited  to  the  physicians' 
radiology  services  that  were  cut  in  OBRA'89. 

The  Administration  has  also  proposed  to  cap  the  "technical 
components  of  diagnostic  and  radiology  tests"  by  applying  a 
median-based  national  limitation  similar  to  that  imposed  on 
clinical  laboratory  reimbursement  since  1986.     Again,  the 
Administration  proposal  discusses  "radiology  services."  We 
believe  it  is  appropriate  to  interpret  this  proposal  as  applying 
only  to  physicians'   radiology  services,  not  portable  x-rays. 

In  fact,  our  conclusion  that  these  HHS  budget  proposals  for 
"radiology"  services  do  not  apply  to  portable  x-rays  has  been 
confirmed  by  officials  of  HCFA,  who  have  stated  that  the  proposal 
is  not  meant  to  apply  to  the  non-physician  portable  x-ray 
service . 

IV.  CONGRESS  SHOULD  LEAVE  PORTABLE  X-RAY 
PAYMENTS  UNCHANGED  THIS  YEAR.  


In  view  of  Congress'  decision  in  OBRA'89  to  treat 
"radiology"  services  as  not  including  portable  x-ray  services  for 
purposes  of  cuts,  we  believe  portable  x-ray  services  should  again 
be  excluded  from  the  proposals  for  radiology  payment  cuts  this 
year.     To  do  otherwise  would  run  counter  to  Congress'  recognition 
last  year  that  the  historical  suppression  of  portable  x-ray 
reimbursement  under  Medicare,  and  Medicare's  policy  interests  in 
encouraging  this  service,  contradict  and  militate  against  the 
treatment  of  portable  x-ray  services  as  "overpriced"  procedures 
that  should  be  subjected  to  cuts. 

The  appropriateness  of  a  "hands-off"  policy  for  portable 
x-ray  services  this  year  is  underscored  by  the  pendency  of  HCFA's 
project  to  correct  the  historical  effect  of  "commingling."  This 
project  should  be  finished,  and  its  impact  on  portable  x-ray 
reimbursement  assessed,  before  any  further  cuts  are  made. 
Further,  another  important  project  should  be  completed  before 
Congress  makes  any  further  decisions  about  payment  levels  for 
portable  x-rays.     This  project  is  a  study,  mandated  by  Congress 
in  OBRA'89,  of  the  costs  of  furnishing  portable  x-ray  services 
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and  the  appropriateness  of  the  separate  portable  x-ray  fee 
schedule.     See  Section  6134  of  OBRA'89.     The  study  is  due  in 
December  1990.     Its  results  will  bear  directly  on  the  question  of 
whether  any  changes  should  be  made  in  portable  x-ray 
reimbursement.     Congress  should  have  the  benefit  of  the  study 
before  any  decisions  about  such  cuts  are  made. 

Finally,   if  any  proposals  are  made  to  include  portable 
x-rays  in  radiology  payment  cuts,   it  is  imperative  to  take  a 
close  look  at  the  numbers.     Because  portable  x-rays  constitute 
only  2  percent  of  Medicare  radiology  services,   reimbursement  cuts 
for  this  service  would  provide  negligible  deficit  reduction 
benefits.     But  because  xMedicare  pays  for  over  90  percent  of  all 
portable  x-rays,  any  Medicare  payment  cuts  can  drastically  affect 
the  health  of  the  portable  x-ray  business.     The  industry  is 
already  vulnerable  because  so  many  of  its  members  are  small 
shops,  payments  have  lagged  far  behind  costs  throughout  the 
1980s,  and  there  is  a  serious  nationwide  shortage  of  portable 
x-ray  technologists.     Reimbursement  cuts,  on  top  of  these 
existing  pressures,  could  drive  many  of  the  smaller  companies  out 
of  business.     Congress  should  not  risk  compromising  the 
availability  of  this  highly  cost-effective  Medicare  service  by 
subjecting  it  to  payment  cuts. 

V.  CONCLUSION 

HCFA  officials  have  stated  that  the  Administration's  FY '91 
Medicare  budget  cutting  proposals  for  radiology  do  not  apply  to 
portable  x-rays  —  in  accordance  with  Congress'   exclusion  of 
portable  x-rays  from  radiology  cuts  in  OBRA'89.  Congress' 
decision  last  year  rested  on  important  legal,  economic  and  policy 
considerations  that  have  not  changed.     Congress  should  take  the 
same  action  this  year  and  exclude  portable  x-rays  from  any 
radiology  payment  cuts  for  FY  1991. 


O'Connor  &  Hannan 

Counsel  for  National  Association 

of  Portable  X-Ray  Providers 

1919  Pennsylvania  Avenue,  N.W. 

Washington,  D.C.  20006 

(202)  887-1400 


April  12,  1990 
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STATEMENT  OF 
MARTHA  McSTEEN 
PRESIDENT 
THE  NATIONAL  COMMITTEE  TO  PRESERVE 
SOCIAL  SECURITY  AND  MEDICARE 

Mr.  Chairman,  I  am  Martha  McSteen,  President  of  the  National 
Committee  to  Preserve  Social  Security  and  Medicare.  Our  organization 
represents  Medicare-eligible  members  and  consequently  is  deeply  concerned 
about  beneficiary  protection  under  the  Medicare  system.  As  physician 
payment  reform  becomes  a  reality  over  the  next  few  years,  we  urge  Congress 
to  add  additional  consumer  protection  against  physician  unbundling, 
overcharges  and  duplicate  billing. 

The  National  Committee  sees  physician  payment  reform  as  a 
significant  step  towards  a  fair  and  equitable  reimbursement  system  of 
physicians  and  towards  cost  control.  While  we  regret  that  the  reform  package 
does  not  prohibit  balance  billing  and  therefore  perpetuates  the  problems 
associated  with  this  system,  the  new  charge  limits  clearly  are  important  steps 
toward  the  goal  of  the  complete  elimination  of  balance  billing. 

Under  the  current  system,  beneficiaries  have  not  been  sufficiently 
protected  when  receiving  services  from  non-participating  physicians.  One 
glaring  example  of  how  Medicare  failed  to  protect  a  beneficiary  from 
unbundling,  overcharges  and  duplicate  billing  was  a  case  referred  by  our 
organization  to  the  Physician  Payment  Review  Commission  (PPRC)  and 
presented  at  the  PPRC  October  meeting.  This  was  a  situation  in  which  a 
surgeon  charged  for  three  separate  procedures  which  Medicare  deemed  to  be 
included  under  one  surgical  fee.  The  case  illustrates  how  the  normal 
Medicare  claims  and  appeals  process  failed  to  protect  the  beneficiary  from 
inappropriate  charges. 

Our  member,  Mrs.  Smith,  was  charged  $5,440  for  three  separate 
procedures.  The  Smiths  used  their  savings  to  pay  the  entire  bill  after 
receiving  a  statement  from  the  physician  indicating  that  the  total  was  "past 
due."  Medicare  eventually  decided  that  three  of  the  procedures  should  be 
included  under  one  procedure  code  and  only  reimbursed  a  total  of  $1,524.80, 
even  after  a  carrier  review.  Medicare  refused  payment  on  two  $990 
procedures  because  they  were  "included  in  the  major  surgical  fee."  Nowhere 
did  the  EOMB  indicate  that  the  Smiths  should  not  pay  for  these  duplicate 
charges.  Nowhere  did  it  state  that  the  Smiths  had  a  right  to  demand  their 
money  back  from  the  physician.  The  carrier's  Medicare  Hearing  Officer  and 
later  an  Administrative  Law  Judge  also  confined  their  review  to  the 
correctness  of  Medicare's  reimbursement  without  addressing  the  issue  of 
beneficiary  liability. 

While  the  current  system  of  maximum  allowable  actual  charges 
(MAAC)  will  be  radically  changed  as  the  limit  on  balance  billing  goes  into 
effect,  it  is  important  to  examine  what  was  wrong  with  the  MAAC  system  in 
order  to  perfect  the  new  system.  One  beneficial  change  will  be  the 
standardization  of  maximum  allowable  charges.  Right  now,  the  approved 
charge  as  well  as  the  MAAC  for  a  specific  procedure  can  vary  greatly  from 
doctor  to  doctor  depending  on  past  pattern  of  charges.  In  some  cases,  there 
may  be  no  MAAC  if  the  procedure  is  infrequently  performed.  In  the  future, 
approved  charges  will  be  based  on  a  fee  schedule  and  the  maximum  allowed 
charge  will  be  115  percent  of  the  approved  charge.  Efforts  to  standardize 
coding  should  also  prevent  many  excess  charges  for  unbundled  services. 

While  the  system  is  clearly  going  to  be  improved  under  the  new  law, 
many  current  problems  could  still  persist. 

First,  there  is  no  mechanism  for  the  beneficiary  to  know  what  the 
maximum  allowed  charge  is  on  non-participating  physician  services  or  even 
that  there  is  a  limit.  In  rare  cases  where  the  beneficiary  knows  that  there  is  a 
limit  on  charges  and  proceeds  to  question  the  carrier,  our  experience  is  that 
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some  carriers  are  unwilling  or  unable  to  give  the  beneficiary  the  limit  for  a 
particular  doctor's  service.  The  beneficiary  is  therefore  not  armed  with  the 
necessary  information  needed  to  protect  themselves  from  overcharges. 

Second,  carriers  do  not  screen  100%  of  claims  which  conceivably  could 
allow  many  violations  to  go  through  unnoticed.  Carriers  are  required  to 
screen  only  the  most  commonly  performed  services  within  a  particular 
specialty. 

Third,  when  doctors  are  found  to  have  violated  the  MAAC,  they  are 
notified  by  the  carrier,  but  rarely  are  they  required  to  reimburse  beneficiaries 
for  overcharges.  The  beneficiary  is  not  notified  about  the  violation  and 
therefore,  again,  is  not  equipped  with  the  right  information  necessary  to 
recover  money  they  may  already  have  paid  for  rendered  services. 

Fourth,  no  doctor  so  far  has  been  sanctioned  for  violating  the  MAAC 
according  to  the  Department  of  Human  Services  Office  of  the  Inspector 
General.  We  would  like  to  think  that  the  threat  of  sanctions  has  encouraged 
physicians  to  honor  the  MAAC,  but  we  fear  that  the  difficulty  in  proving  that 
a  physician  has  willfully  and  knowingly  violated  the  MAAC  has  made  the 
sanction  ineffective  in  deterring  illegal  behavior. 

Fifth,  we  understand  that  some  doctors  may  unbundle  procedures  to 
get  around  the  MAAC.  If  this  violation  is  not  detected  by  the  carrier,  the  cost 
is  passed  on  to  the  beneficiary. 

And  finally,  the  appeals  process  does  not  protect  the  beneficiary  against 
inappropriate  charges  because  it  can  only  determine  whether  or  not  Medicare 
reimbursed  the  correct  amount. 

The  National  Committee  recommends  the  following  changes: 

Inform  beneficiaries  about  Medicare-allowed  limits.  Under  the  new 
system  there  will  be  a  direct  relationship  between  what  Medicare  pays  and  the 
limit  on  balance  billing  on  unassigned  claims.    This  could  enable 
beneficiaries  and  physicians  to  know  exactly  what  the  charge  should  be. 
However,  beneficiaries  will  not  know  what  the  maximum  allowed  amounts 
on  unassigned  claims  are  unless  the  amount  is  printed  on  the  Explanation  of 
Medicare  Benefits  (EOMB).   For  example,  it  was  only  by  reading  an  article  in 
our  newspaper,  Saving  Social  Security,  that  our  member  learned  that 
physicians  were  limited  in  how  much  they  could  charge.  While  he  still  had 
no  idea  what  the  maximum  allowed  charge  was,  it  still  gave  Mr.  Smith  the 
information  he  needed  to  fight  his  case.  The  National  Committee 
recommends  that  the  carriers  be  required  to  print  on  the  EOMB  the 
maximum  allowed  charge  for  each  non-assigned  provided  service.  Likewise, 
the  latest  information  regarding  allowable  charges,  unbundling  and  so  forth 
should  be  made  available  to  physicians  and  billing  staff  to  assure  that 
everyone  is  informed. 

Require  additional  screening  for  maximum  allowed  charge  violation. 

Currently,  carriers  do  not  screen  for  MAAC  violations  on  100  percent  of 
services.  They  are  only  required  to  screen  the  ten  top  procedures  and  five 
randomly  selected  procedures  within  each  specialty.  The  National 
Committee  proposes  that  carrier  computer  systems  be  set  up  to  screen 
additional  claims  for  violations  of  maximum  allowed  charges.  Ideally,  100 
percent  would  be  screened. 

Inform  beneficiaries  they  are  not  liable  for  certain  charges  and  require 
the  physician  to  reimburse  what  was  already  paid-  A  very  direct  way  to 
protect  beneficiaries  from  unbundling  and  duplicate  billing,  is  to  clearly  state 
on  the  EOMB  that  'You  are  not  liable  for  any  charge  above  this  amount"  or 
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\  go  are  not  liable  for  these  charges."  We  particularly  would  like  to  see  this 
become  a  requirement  in  view  of  the  fact  that  some  doctors  request  patients  to 
sign  waivers  to  make  them  responsible  if  Medicare  denies  payment. 

Require  Medicare  to  assist  beneficiaries  in  recovering  payments  for 
unnecessary  charges.  In  cases  where  the  beneficiary  has  paid  the  bill  by  the 
time  the  EOMB  arrives,  the  beneficiary  should  receive  assistance  from  the 
carrier  in  obtaining  a  refund.  Such  a  proposal  should  include  an  opportunity 
for  the  physician  to  appeal  the  carrier's  decision.  An  alternative  to  this 
approach  is  to  require  physicians  to  hold  billing  for  services  to  Medicare 
beneficiaries  until  Medicare  has  determined  what  it  will  allow.  This  would 
eliminate  the  issue  of  the  doctor  having  to  reimburse  the  beneficiary  for  any 
overcharges. 

Increase  technical  capacity  to  detect  unnecessary  unbundling.  It  is 

important  for  the  carrier  to  have  the  necessary  computer  technology  to  detect 
unbundling,  duplicate  charges  or  excessive  charges  on  the  first  round  of 
EOMBs.  The  technology  is  available.  For  example,  Illinois  Blue  Cross  Blue 
Shield,  serving  some  2.5  million  beneficiaries,  has  implemented  a  system- 
wide  computer  program  which  detects  unbundling  and  automatically 
rebundles  correctly.  On  a  weekly  basis,  this  organization  contacts  the 
physicians  in  question  to  request  that  they  adjust  the  additional  charges. 
During  the  time  of  this  group's  pilot  project,  it  was  found  that  close  to  95%  of 
physicians  complied  with  the  reimbursement  request.  For  the  remaining  few 
physicians  who  did  not  comply,  the  insurance  company  implemented  their 
own  sanction  program  by  removing  the  physician's  name  from  preferred 
provider  and  other  recommended  provider  lists  or  made  a  referral  to  the 
organization's  fraud  and  abuse  department.  While  no  one  knows  exactly 
how  often  unbundling  occurs,  experts  estimate  that  five  percent  of  surgeons 
consistently  unbundle  and  considerably  more  innocently  unbundle 
sometimes.  The  National  Committee  recommends  that  carriers  be  provided 
the  additional  funding  necessary  to  carry  out  the  detection  of  unbundling  and 
duplicate  charges. 

Strengthen  the  sanctioning  provision.  If  a  MAAC  violation  is  detected, 
a  letter  is  written  to  the  doctor  informing  him  or  her  that  the  charge  was 
above  the  MAAC  and  requesting  the  doctor  to  lower  the  charge  in  the  future. 
No  request  is  made  to  reimburse  the  beneficiary  the  excess  charges.  Only  if 
the  problem  persists  will  the  carrier  refer  the  case  to  the  Office  of  the  Inspector 
General,  and  then  only  if  it  can  be  shown  that  the  physician  "knowingly  and 
willfully"  repeatedly  charged  beneficiaries  above  the  MAAC  will  he  or  she  be 
sanctioned.  At  a  minimum,  the  doctor  should  be  required  to  reimburse  the 
patient.  We  also  recommend  that  the  sanctioning  provision  be  strengthened 
by  removing  the  "knowingly  and  willfully"  requirement. 


Conclusion 

As  a  consumer  organization,  we  take  our  responsibility  to  inform  and 
to  educate  very  seriously.  We  continually  encourage  our  members  to  appeal 
any  decision  they  believe  is  unfair,  we  recommend  ways  to  keep  track  of 
medical  bills  and  reimbursements,  and  we  write  articles  in  our  newspaper 
about  how  to  make  sense  out  of  a  very  complex  medical  system.  Many  times 
seniors  are  quite  capable  of  pursuing  their  rights,  but  it  should  not  be 
assumed  that  beneficiaries  are  always  in  such  a  position.   After  all, 
beneficiaries  frequently  feel  overwhelmed  by  their  illness,  their  large  medical 
bills  and  the  complex  Medicare  and  Medigap  claims  process.  Beneficiaries 
must  be  afforded  adequate  protection  through  a  system  that  guards  against 
abuses  by  health  care  providers. 
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STATEMENT  OF  THE  PATHOLOGY  PRACTICE  ASSOCIATION 


The  Pathology  Practice  Association  welcomes  the 
opportunity  to  submit  comments  on  the  integration  of 
pathology  into  the  Medicare  fee  schedule.     The  PPA  is  a 
national  association  representing  pathologists  from 
private  practice,  hospitals,  independent  laboratories, 
and  academia.     Our  members  are  committed  to  preserving 
the  guality  of  pathology  services  and  patient  care  in  a 
time  of  increasing  budget  cuts  and  fiscal  pressures. 

After  careful  study  of  the  provisions  of  OBRA  '89,  the 
PPA  is  extremely  concerned  about  the  implications  of  the 
Act  and  what  we  view  to  be  internal  inconsistencies  in 
the  law. 


I.  IMPLEMENTATION  OF  TWO  CONSECUTIVE  PATHOLOGY  FEE 

SCHEDULES  IS  INADVISABLE 

According  to  our  interpretation  of  OBRA  '89,  pathology 
would  be  subjected  first  to  the  HHS  fee  schedule 
beginning  on  January  1,  1991,  and,  only  one  year  later, 
to  the  Medicare  fee  schedule.     We  note  that  if  this  is 
the  intent  of  the  Congress,   it  will  wreak  havoc  not  only 
on  the  profession  of  pathology,  but  on  HCFA  carriers  and 
Medicare  patients  as  well.     No  sooner  would  these  groups 
become  accustomed  to  the  HHS  fee  schedule  than  they 
would  have  to  revamp  their  entire  billing  systems  to 
accommodate  the  RBRVS. 

This  exercise  would  be  extremely  expensive  to  carriers 
and  providers  and  would  result  in  numerous  billing 
errors . 

Furthermore,   significant  issues  must  still  be  addressed 
by  the  HHS  fee  schedule.     These  include  how  HHS  will 
deal  with  practice  costs,  specialty  variations  and 
geographic  variations.     It  is  unreasonable  and  not 
economically  feasible  to  resolve  these  complicated 
issues  for  a  fee  schedule  that  will  be  utilized  for  one 
year . 

Our  interpretation  that  pathology  will  be  subject  to  two 
fee  schedules  is  based  on  the  following.     Section  * 
1848(a)  of  the  Act  specifies  that  "all  physicians"  would 
be  subject  to  the  RBRVS.     No  exemption  is  provided  for 
pathologists  within  this  section.     Likewise,  the  report 
language  accompanying  the  bill  does  not  exempt  pathology 
from  the  RBRVS.     Thus,  effective  January  1,  1992  the 
RBRVS  would  be  phased  in  during  a  five-year  period. 

Section  6102  (g)  states  that  "Subject  to  section  1848, 
[the  Medicare  physician  payment  reform  section  including 
the  RBRVS]   the  Secretary  shall  provide  for  application 
of  a  fee  schedule  with  respect  to  physician  pathology 
services.     Such  fee  schedule  shall  be  based  on  relative 
values  developed  by  the  Secretary..."  (Emphasis  added). 
This  second  fee  schedule,  developed  by  HHS  is  to  be 
implemented  on  January  1,  1991. 

Despite  the  fact  the  bill  explicitly  provides  for 
implementation  of  the  HHS  fee  schedule,  the  report 
language  notes  that  it  contains  "no  provision"  for  an 
HHS  pathology  fee  schedule.     Thus,  the  conference 
agreement  seems  to  indicate  that  pathologists  would  not 
be  subject  to  the  HHS  fee  schedule  —  an  inconsistency 
which  must  be  resolved  through  further  legislation. 

In  summary,  we  believe  that  implementing  the  HHS  fee 
schedule  for  one-year,  and  then  implementing  the  RBRVS, 
would  create  complete  confusion  for  all  involved  and 
waste  limited  resources  unnecessarily.     We,  therefore, 
urge  Congress  to  remedy  the  situation  through 
legislation  and  not  subject  pathology  to  two  completely 
different  fee  schedules  consecutively. 
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If  the  interest  of  the  Congress  is  to  commence 
implementing  the  HHS  fee  schedule  and  then  "blend"  it 
with  the  RBRVS,  we  believe  that  "blending"  would  thwart 
any  comprehensive,  systematic  approach  to  pathology 
reimbursement.     The  fee  schedules  are  based  on  two 
completely  different  logical  foundations  —  the  RBRVS  is 
based  on  resource  inputs,  while  the  HHS  schedule  is 
based  on  charges.     HHS  has  already  acknowledged  that 
these  are  "apples  and  oranges"  when  it  noted  in  its  1989 
draft  Report  to  Congress  that  "It  is  readily  apparent 
that  there  are  significant  differences  between  the  two 
RVS.     This  could  be  expected  since  they  are  on  two 
totally  different  bases."  (p. 17)    Thus,  we  believe  that 
"blending"  the  two  fee  schedules  is  not  a  viable 
alternative. 


II.  INCOMPLETE  AND  FLAWED  FEE  SCHEDULE  DATA 

PREVENTS  PATHOLOGY  FROM  EVALUATING  INTEGRATION 
INTO  THE  MEDICARE  FEE  SCHEDULE 

The  PPA  has  concerns  with  each  fee  schedule  under 
consideration.     These  are  noted  in  greater  detail 
below.     However,  the  most  significant  problem  we  have  in 
speaking  intelligently  about  the  integration  of 
pathology  into  the  Medicare  fee  schedule  is  that  neither 
fee  schedule  is  complete.     Second,  each  of  these  studies 
has  serious  flaws. 

Pathology  is,  therefore,  in  the  untenable  and 
undesirable  position  of  having  to  choose  between  two 
seriously  flawed  and  incomplete  methodologies.    We  urge 
the  Congress  to  wait  until  the  studies  are  completed  so 
that  we  may  intelligently  discuss  them.     The  problems 
with  each  study  are  delineated  below. 

a) .  CONCERNS  WITH  THE  HHS  FEE  SCHEDULE 

Pursuant  to  Section  4050  of  OBRA  '87,   in  May  1989,  the 
Health  Care  Financing  Administration  devised  and 
distributed  a  draft  of  their  fee  schedule. 

The  resultant  fee  schedule,  which  is  based  on  1987  BMAD 
(Part  B  Medicare  Data  System)  data,  appears  to  be 
significantly  flawed.     The  most  troubling  discrepancy 
with  the  proposal  is  that  it  assigns  higher  values  to 
professional  component  services  (direct,  identifiable 
physician  services  to  an  individual  patient)  than  to 
global  services  (professional  component  services  plus  a 
"technical"  component).     The  technical  component 
includes  the  cost  of  personnel,  equipment,  and  supplies 
necessary  to  provide  the  pathologist  with  materials  for 
diagnosis . 

HCFA  has  acknowledged  this  as  a  major  problem  with  the 
study.     In  his  initial  letter  accompanying  a  draft  RVS, 
HCFA's  Director  of  Reimbursement  Policy,  Charles 
Booth,notes  that  the  issue  of  a  higher  charge  for 
professional  vs.  global  is  one  that  "clearly  needs  to  be 
dealt  with  in  the  RVS."     In  the  draft  report,  HCFA 
noted,  that  "although  one  might  logically  expect  that 
bills  for  a  total  service  (global  billings)  would  be 
consistently  higher  than  bills  for  a  component  of  the 
total  (professional  component  billings)  this  was  not  the 
case. " 

HCFA  offered  several  possible  explanations  for  the 
higher  submitted  charges  for  professional  services  over 
global.     However,  HCFA  failed  to  consider  poor  coding 
practices  and  data  accumulation  by  the  carriers,  as  well 
as  differences  in  level  and  complexity  of  services  in 
different  practice  settings.    For  example,  some  carriers 
do  not  allow  the  use  of  modifiers,  thus  making  it 
impossible  to  accurately  compare  global  vs.  technical 
charges.     Thus,  as  HCFA  pointed  out,  the  submitted 
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charges  may  not,  and  probably  do  not,  accurately  reflect 
actual  costs. 

As  HCFA  correctly  noted  in  its  report,  the  question  of 
whether  there  should  be  any  difference  in  payment  for 
global  vs.  professional  services  is  the  most  basic 
policy  issue  to  be  determined  in  constructing  the  fee 
schedule,  and  yet  this  apparently  could  not  be  done  on 
the  basis  of  the  available  carrier  data. 

A  second  important  flaw  in  the  HHS  fee  schedule  is  that 
there  are  a  number  of  internal  inconsistencies  among  the 
various  codes  in  the  charge-based  RVS.     For  example,  the 
range  of  values  assigned  to  surgical  pathology  codes 
88300  through  88309  is  far  too  small  compared  to  the 
increasing  spectrum  of  complexity  of  those  services.  In 
this  instance,  the  spread  of  values  assigned  by  the 
Hsiao  RBRVS  appears  to  be  much  more  realistic.     Some  of 
the  more  obvious  examples  of  services  which  are 
relatively  undervalued  for  their  complexity  include 
88305-88309,   85100,   85102,   85104  and  88151. 

The  final  report  to  Congress  on  the  HHS  fee  schedule, 
which  was  due  April  1,  1989,  has  not  yet  been 
submitted.     Instead,  HCFA  plans  to  publish  a  proposed 
regulation  on  the  fee  schedule  in  time  for 
implementation  in  1991.     It  is  unclear  whether  flaws  in 
the  fee  schedule  will  be  corrected. 

b) .  CONCERNS  WITH  THE  HSIAO  RBRVS 

In  light  of  the  serious  problems  with  the  HHS  study,  the 
PPA  currently  favors  pathology's  integration  into  the 
Medicare  fee  schedule  (RBRVS).     We  note  that  the  entire 
reason  for  physician  payment  reform  was  to  avoid 
reimbursement  based  on  historical  charge  data.     It  is 
inconsistent  with  this  goal  to  separate  pathology  from 
the  vast  majority  of  medicine  and  use  charge  data. 

In  sum,  we  believe  that  the  approach  taken  by  the  PPRC 
in  recommending  fee  schedules  based  on  resource  costs 
will  more  appropriately  deal  with  the  true  cost  of 
providing  pathology  services. 

Nevertheless,  there  are  also  serious  flaws  in  the 
pathology  values  represented  in  Dr.  William  Hsiao's 
first  study  of  a  resource  based  relative  value  scale. 
These  flaws  prompted  Dr.  Hsiao  to  admit  that  a  restudy 
of  pathology  values  was  warranted.     Currently,  the 
restudy  of  pathology  values  is  underway  and  will  be 
completed  at  the  end  of  1990.     We  are  hopeful  that  the 
restudy  will  correct  many  of  the  flaws  in  pathology 
values.     Nevertheless,  we  believe  it  incumbent  upon 
pathologists  and  the  PPRC  to  carefully  scrutinize  the 
study's  results  prior  to  recommending  that  it  be  applied 
to  pathologists. 


III.  CONCLUSION:     CONGRESS  SHOULD  DELAY 

IMPLEMENTATION  OF  THE  HHS  FEE  SCHEDULE  & 
WAIT  FOR  THE  HSIAO  RBRVS  RSSTUDY  RESULTS 

The  PPA  strongly  believes  that  any  decision  affecting 
the  reimbursement  of  pathologists  should  be  based  on 
accurate  data.     We  are  concerned  that  plans  to  move 
forward  with  either  the  RBRVS  or  the  HHS  fee  schedule 
will  take  place  in  the  absence  of  such  data. 

Therefore,  we  urge  Congress  to  delay  implementation  of 
the  HHS  fee  schedule  until  such  time  that  the  HSIAO 
study  is  complete  and  has  been  analyzed  by  the  PPRC  and 
the  pathology  profession.    A  great  deal  of  time,  effort, 
and  federal  funds  have  already  been  expended  towards  the 
goal  of  accurately  assigning  values  to  pathology 
services.     It  would  be  an  injustice  to  hastily  implement 
yet  another  law  with  a  12-month  life  span. 
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This  is  not  merely  a  tactic  for  stalling  the 
implementation  of  a  fee  schedule.     Since  1984,  well 
before  the  Congress  seriously  considered  implementing  a 
fee  schedule  for  pathologists,  the  PPA  has  advocated  the 
adoption  of  a  fee  schedule.     However,  we  would  like  some 
assurances  that  the  fee  schedule  will  accurately  reflect 
the  value  and  cost  of  providing  pathology  services.  The 
authors  of  both  fee  schedules  admit  that  their  work  does 
not  accomplish  this  goal. 

Thank  you  again  for  the  opportunity  to  express  our 
views.    We  look  forward  to  working  with  you  on  this 
complex  issue. 


154 


STATMENT  OF  THE 


RENAL  PHYSICIANS  ASSOCIATION 


The  Renal  Physicians  Association  (RPA)  appreciates  this  opportunity  to  provide  a 
statement  to  the  Subcommittee  on  Health,  House  Ways  and  Means  Committee,  on  Fiscal 
Year  1991  budget  issues  relating  to  physician  payments  under  Part  B  of  Medicare. 

We  are  a  professional  organization  of  some  1500  nephrologists  nationwide,  whose  goals 
are:  1)  to  ensure  optimal  care  under  the  highest  standards  of  medical  practice  for 
patients  with  renal  disease  and  related  disorders;  2)  to  act  as  a  national  representative 
for  physicians  engaged  in  the  study  and  management  of  patients  with  renal  disease  and 
related  disorders;  and  3)  to  serve  as  a  major  resource  for  the  development  of  national 
health  policy  concerning  renal  disease. 

It  is  a  pleasure  to  share  with  you  the  following:  1)  our  general  views  on  Congress' 
historic  action  in  passing  physician  payment  reform  legislation  last  session,  and  what  we 
believe  must  be  done  to  ensure  the  integrity  of  the  system  as  passed;  2)  the  need  for  a 
means  of  updating  the  Monthly  Capitated  Payment,  the  method  by  which  physicians  are 
reimbursed  under  the  End  Stage  Renal  Disease  Program  (ESRD);  and  3)  though  not 
directly  related  to  Part  B  services,  we  wish  to  bring  to  your  attention  the  effect  a 
further  sequestration,  as  imposed  by  OBRA  '89,  will  have  on  the  composite  rate,  a 
method  under  which  facilities  receive  reimbursement  in  the  ESRD  program. 

The  Administration's  FY  91  Budget  Proposals 

The  Administration's  FY  91  budget  proposal  contains  provisions  to  cut  Medicare  Part  B 
services  by  as  much  as  $2.2  billion.  RPA  is  concerned  over  the  magnitude  of  these  cuts 
and  believes  that  they  are  not  only  unfair,  but  may  also  damage  the  integrity  of  the 
newly  enacted  resource  based  relative  value  scale  (RBRVS). 

The  RBRVS  was  legislated  to  be  budget  neutral  and  to  redistribute  resources.  RPA  is 
concerned  that  cuts  remaining  at  the  magnitude  of  $2.2  billion  will  result  in  the  inability 
to  redistribute  funds,  as  there  will  not  be  enough  to  shift  payment  resources  from  one 
specialty  or  geographic  region  to  another.  We  urge  Congress  to  be  mindful  of  this 
possibility,  and  to  work  to  uphold  the  integrity  of  the  RBRVS. 

Limits  on  Balance  Billing 

We  also  wish  to  bring  to  your  attention  another  area  of  potential  problem.  A  gap  now 
exists  between  the  implementation  of  the  RBRVS  (beginning  in  January  1992)  and  the 
balance  billing  limit  of  125  percent  of  actual  charges  (beginning  in  January  1991).  For 
the  year  of  1991,  this  limit  will  cause  serious  reductions  in  fees  for  the  traditionally 
undervalued  evaluation  and  management  services,  without  benefit  of  the  positive  effects 
of  the  RBRVS. 

Though  RPA  has  supported  the  right  of  all  physicians  to  decide  on  a  claim-by-claim  basis 
as  to  whether  or  not  to  accept  Medicare  assignment  and  has  opposed  the  elimination  of 
balance  billing,  we  understand  the  position  of  the  Congress  in  imposing  these  phased-in 
limits  on  balance  billing.  We  do  not  believe  it  was  the  intention  of  Congress  to  create 
these  further  inequities,  and  urge  that  you  consider  reforming  this  portion  of  OBRA  '89 
so  that  those  physicians  who  are  most  penalized  under  the  current  system  will  not  be 
further  penalized. 

Medicare  Volume  Performance  Standards  and  the  Conversion  Factor 

RPA  does  have  concerns  about  separate  targets  (or  volume  performance  standards)  for 
surgical  services.  We  would  prefer  that  there  be  one  target  for  all  physician  services  to 
maintain  the  integrity  of  the  RBRVS,  and  to  prevent  the  medical  profession  from 
splitting  into  numerous  groups  to  negotiate  separate  targets.  We  strongly  believe  that 
the  profession  should  work  together,  collectively  determining  the  best  means  of 
controlling  the  volume  of  ineffective  services. 

If,  however,  separate  targets  by  category  of  service  are  to  be  used,  we  would  urge  that 
there  be  no  separate  conversion  factor  update  for  each  service.  We  are  supportive  of  one 
conversion  factor  for  all  services,  and  urge  the  Congress  to  move  in  this  direction.  We 
caution  against  the  approach  of  separate  carve-outs  for  groups  of  physicians. 
Maintaining  as  few  targets  as  possible  and  one  conversion  factor  update  will  maintain  the 
intent  of  the  RBRVS  --  that  of  relativity. 
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To  control  the  volume  of  ineffective  services,  and  ultimately  eliminate  such  services 
from  the  practice  of  medicine,  RPA  has  long  been  supportive  of  outcomes  and 
effectiveness  research,  and  the  development  by  the  medical  community  of  practice 
guidelines.  We  are  beginning  the  process  of  developing  such  guidelines,  and  firmly 
believe  that  this  will  be  the  most  reasonable  approach,  and  the  one  with  the  most  long- 
term  effects,  in  controlling  the  volume  of  ineffective  services. 

ESRD  Services  and  the  Monthly  Capitated  Payment 

We  wish  to  draw  your  attention  to  an  issue  very  specific  to  our  community  as  you 
deliberate  on  the  FY  91  budget.  This  is  an  issue  of  extreme  importance  to  RPA:  the 
problem  of  the  lack  of  an  update  for  the  Monthly  Capitated  Payment  (MCP). 

By  way  of  history,  the  MCP  was  established  in  1983,  replacing  the  previous  system  with  a 
system  which  would  attempt  to  encourage  home  dialysis  (believed  to  be  more  cost- 
effective).  Under  this  new  system,  physicians  at  the  maximum  payment  rate  with  the 
average  patient  mix  experienced  an  average  decrease  of  10.8  percent  in  reimbursement. 
With  the  institution  of  Gramm-Rudman  cuts,  the  MCP  (along  with  all  other  Medicare 
benefit  payments)  was  reduced  by  one  percent.  In  August  1986,  the  Health  Care 
Financing  Administration  regulated  a  reduction  in  the  MCP  payment.  This  has  been 
maintained  with  a  series  of  freezes,  the  most  recent  legislated  through  October  of  1990 
by  OBRA  '89.  As  we  will  discuss  below  regarding  the  composite  rate,  further  reductions 
in  the  form  of  sequestrations  have  been  imposed.  Please  see  the  attached  chart  which 
illustrates  these  facts. 

The  point  to  which  we  wish  to  draw  your  attention  is  this:  while  other  physician  services 
receive  an  annual  update  applied  through  the  Medicare  Economic  Index  (MEI),  there  is  no 
mechanism  in  place  to  provide  any  type  of  automatic  cost-of-living  increase  for 
physician  payment  under  the  ESRD  program.  RPA  strongly  believes  that  an  index,  such 
as  the  MEI,  should  be  developed  and  applied  to  the  MCP.  We  would  be  pleased  to  work 
with  the  Congress  and  the  Administration  on  developing  such  an  index  and  will  be  happy 
to  provide  you  with  more  information. 

The  Effects  of  Sequestration  on  the  Composite  Rate 

In  closing,  we  wish  to  bring  to  your  attention  an  issue  which  is  not  directly  related  to 
Part  B  services,  but  is  extremely  important  as  you  consider  the  FY  91  budget.  One 
means  of  reimbursement  under  the  ESRD  program  is  through  Method  I,  or  the  composite 
rate,  a  means  by  which  facilities  are  reimbursed.  Though  attempts  have  been  made  to 
reduce  the  Method  I  rate,  through  the  Congress'  support  it  has  been  frozen  since  1986. 
RPA  has  not  opposed  a  freeze,  as  we  believe  a  freeze  is  preferable  to  a  cut.  We  have 
stressed  to  Congress  numerous  times  the  need  for  an  update  in  Method  I  because  it  no 
longer  accurately  reflects  the  cost  of  providing  dialysis  services.  We  therefore  supported 
this  latest  freeze  imposed  by  OBRA  '89,  with  added  support  for  a  ProPAC  study  on  the 
appropriate  methodology  for  rate  setting.  As  you  know,  the  provision  calling  for  a 
ProPAC  study  was  eliminated  from  OBRA  '89. 

After  careful  examination  of  OBRA  '89,  we  have  found  that  in  addition  to  the  freeze  on 
Method  I,  a  2.1  percent  sequestration  has  been  imposed  on  Part  B  services  for  the  first 
six  months  of  FY  90,  followed  by  a  further  sequestration  of  1.4  percent  for  the  remainder 
of  the  year.  This  sequestration  negates  the  effect  of  a  Method  I  freeze.  The  annual 
impact  of  this  sequestration  is  1.75  percent,  or  $2.20  on  the  median  independent  facility 
composite  rate  of  $125  per  treatment.  This  reduction  roughly  equals  the  reduction 
imposed  on  Method  I  in  1986.  A  sequestration  may  even  have  a  greater  effect  than  a 
reduction  because  it  will  also  apply  to  ancillary  services,  which  may  already  be 
reimbursed  at  or  below  the  real  facility  cost. 

We  urge  Congress'  attention  to  this  matter.  The  impact  of  this  sequestration  is  greater 
on  dialysis  facilities  than  on  any  other  group  of  providers.  We,  as  providers  of  dialysis 
services,  rely  on  Medicare  for  80  to  90  percent  of  our  revenues.  The  ESRD  program 
already  suffers  from  reimbursement-generated  quality  reductions.  RPA  stands  ready  to 
work  with  Congress  in  correcting  these  inequities,  through  an  appropriate  and  accurate 
update  of  Method  I. 
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OeCXCAStS  II  NONTMCT  NEOiCAAE  PAYMENT  FQH  ROUTINE  OUTPATIENT  MAINTENANCE  OlAUTSIS 
CCMPAAEO  TO  INCtfASES  IN  PHYSICIAN  fWCTICI  COSTS  SINCE  1981 


Mean  Professional  Expenses 


Reduction 
1n  MCP  by 

regulation 


1987 


Changes  1n  CPI,  Mean  Professional  Expenses  and  Physician  Reimbursement 
art  standardized  at  100  at  January  1981  levels. 


Note: 


Each  Increase  of  1  unit  over  100  represents  a'  1  percent 
Increase  over  Unuiry,  1981  levels. 


Physician  reimbursement  for  1981-1983  1s  based  on  the  Alternative 
Reimbursement  Method  (ARM)  covering- 75  percent  of  nephrologists. 
Pro*  1983  on,  reimbursement  Is  based  on  the  average  monthly 
capitation  payment  (MCP) .    The  10.8  percent  d. crease  In  1983  1s 
based  on  these  physicians  reimbursed  at  the  maximum  payment  rate 
with  an  average  patient  mix  (17  percent  home,  33  percent  InfadHty) 
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